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SUMMARY  OF  RECOMMENDATIONS 


The  svabcommittee  on  Fossil  Fuel  Taxation  recommends  that  the  1975 
Montana  Legislature  consider  legislation  revising  the  taxation  of 
coal  and  natural  gas  produced  in  Montana  as  outlined  in  Appendices 
A  and  B,  Two  minority  reports  are  appended  following  the  appen- 
dices . 
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SENATE  RESOLUTION  NO. 83* 


A  RESOLUTION  OF  THE  SENATE  OF  THE  STATE  OF  MONTANA  EXPRESSING  THE 
CONCERN  OF  THE  SENATE  WITH  THE  PROBLEM  OF  DEVISING  AN  ADEQUATE  AND 
EQUITABLE  TAXATION  PROGRAM  FOR  THE  TAXATION  OF  COAL  Id^D  OTHER 
FOSSIL  FUELS;  REQUESTING  THE  COMMITTEE  ON  PRIORITIES  TO  DIRECT  THE 
APPROPRIATE  STANDING  COMMITTEE  TO  CONDUCT  A  STUDY  OF  THE  TAXATION 
OF  THE  COAL  AND  OTHER  FOSSIL  FUEL  INDUSTRIES  AND  TO  MAKE 
RECOMMENDATIONS  TO  THE  NEXT  SESSION  OF  THE  MONTANA  LEGISLATURE. 

WHEREAS,  the  development  of  coal  resources  and  other  fossil 
fuels  is  an  increasingly  important  industry  in  Montana,  and 

WHEREAS,  it  is  essential  that  the  state  of  Montana  devise  a 
system  of  taxation  of  this  industry  which  is  both  equitable  and 
adequate  to  assure  that  the  state  will  share  in  the  benefits  of 
the  development  of  these  essential  resources,  and 

WHEREAS,  the  present  system  of  taxation  of  the  coal  and  other 
fossil  fuel  industries  is  not  consistent  or  coordinated,  and 

WHEREAS,  the  problem  of  taxation  of  the  coal  and  other  fossil 
fuel  industries  is  too  complicated  and  too  important  to  be 
resolved  by  hasty  study  or  deliberation. 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  SENATE  OF  THE  STATE  OF 
MONTANA: 

That  the  Senate  of  the  state  of  Montana  declares  its  deep 
concern  that  a  fair  and  adequate  system  of  taxation  be  developed 
for  the  coal  mining  and  other  fossil  fuel  industries  in  Montana. 

BE  IT  FURTHER  RESOLVED,  that  the  Senate  endorses  the  concept 
of  taxation  of  the  coal  mining  and  other  fossil  fuel  industries 
based  on  a  percentage  of  the  delivered  price  of  fuels  mined  or 
otherwise  extracted  within  the  state. 

BE  IT  FURTHER  RESOLVED,  that  the  Committee  on  Priorites  is 
requested  to  direct  the  appropriate  standing  committee  to  conduct 
a  study  of  the  present  structure  of  taxation  of  the  coal  mining 
and  other  fossil  fuel  industries  in  Montana. 

BE  IT  FURTHER  RESOLVED,  that  this  Study  evaluate  the  present 
net  proceeds  tax,  resource  indemnity  trust  tax,  strip  coal  mines 
license  tax,  corporate  income  tax,  the  tax  on  equipment,  machinery 
and  real  estate,  the  tax  on  the  right  to  prospect,  and  any  other 
taxes  which  affect  the  fossil  fuel  industries  and  determine 
whether  these  taxes  overlap  or  conflict  with  each  other. 

BE  IT  FURTHER  RESOLVED,  that  this  study  explore  ways  in  which 
taxation  of  the  coal  mining  and  other  fossil  fuel  industries  can 
be  based  on  a  percentage  of  the  delivered  price  of  the  coal  and 


other  fossil  fuels  mined  or  otherwise  extracted  in  Montana. 

BE  IT  FITRTHER  RESOLVED,  that  the  Standing  committee  make  full 

use  of  the  information  and  expertise  available  to  it  through  the 

various  agencies  of  the  state  government,  through  the  federal 

government,  and  from  the  coal  mining  and  other  fossil   fuel 
industries  themselves. 

BE  IT  FURTHER  RESOLVED,  that  the  standing  committee  report 
its  findings  and  proposals  for  legislation  to  the  next  session  of 
the  Montana  legislature  no  later  than  January  15,  1975. 


*House  Resolution  No.  93 


HOUSE  RESOLUTION  NO.  45 


A  RESOLUTION  OF  THE  HOUSE  OF  REPRESENTATIVES  OF  THE  STATE  OF 
MONTANA  DIRECTING  THE  HOUSE  TAXATION  COMMITTEE  TO  COMMENCE 
INVESTIGATION  INTO  THE  FEASIBILITY  AND  VALUE  OF  A  MULTISTATS  TAX 
APPROACH  TO  COAL  TAXATION. 

WHEREAS,  the  vast  north  central  coal  reserves  are  not 
contained  within  any  one  state  and,  in  fact,  extend  under  at  least 
four  states,  and 

WHEREAS,  there  is  no  consistency  in  the  method  and  rate  by 
which  the  various  states  tax  the  extraction  and  development  of 
coal  resources,  and 

WHEREAS,  this  inconsistency  encourages  adjoining  states  and 
the  coal  companies  operating  in  those  states  to  force  an 
individual  state  into  taking  an  approach  to  coal  taxation  which 
may  not  be  compatible  with  that  state's  economic  needs,  and 

WHEREAS,  regional  cooperation  among  adjoining  states  most 
heavily  affected  by  coal  development  may  provide  a  solution  to 
inconsistent  coal  taxation. 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  HOUSE  OF  REPRESENTATIVES  OF 
THE  STATE  OF  MONTANA; 

That  the  house  committee  on  taxation  be  directed  to 
investigate  the  feasibility  and  value  of  multistate  taxation  of 
coal  with  the  Dakotas  and  Wyoming,  and  to  contract  and  cooperate 
joining  with  these  other  states  to  attain  that  end,  and 

BE  IT  FURTHER  RESOLVED,  that  the  committee  be  directed  to 
recommend  possible  alternatives  which  will  provide  a  basis  for 
equal  tax  treatment  of  coal  among  those  states  facing  large  scale 
coal  development  to  the  next  regular  session  of  the  Montana 
legislature. 
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Background  . 

^  The  genesis  of  this  study  lies  in  House  Bill  527  of  the  4  3rd 
Legislature,  a  bill  introduced  late  in  the  197  3  session,  amended 
and  passed  by  the  House  in  1974  and  then  held  in  the  Senate 
Taxation  Committee  until  adjournment.  House  Bill  527  proposed 
that  the  strip  mine  license  tax  on  coal,  a  tax  ranging  from  $.12  a 
ton  to  $.40  a  ton  depending  on  the  energy  content  of  the  coal,  be 
expanded  to  12%  of  the  value  of  the  coal  sold  at  the  mine.  The 
controversy  attending  this  bill  centered  on:  (a)  the  total  impact 
of  the  bill  viewed  in  conjunction  with  other  taxes  on  the  coal 
industry;  (b)  the  differential  between  coal  tcix  levels  in  Montana 
and  in  neighboring  states,  and  the  effects  of  such  a  differential; 
and  (c)  inequities  between  the  tax  burdens  of  coal  and  oil  in 
Montana.  When  the  Senate  Taxation  Committee  was  unable  to  resolve 
these  issues  in  the  closing  days  of  tlie  1974  session,  the  study 
resolutions  (HR  93,  SR  83)  were  adopted.  In  assigning  these 
resolutions  to  cin  interim  subcommittee  of  the  Taxation  Committees, 
the  Committee  on  Priorities  also  assigned  HR  45. 

Process  of  Investigation 

The  subcoiranittee  first  met  in  Helena  on  May  10,  1974,  to 
elect  officers  and  assign  research  objectives  to  the  staff.  The 
staff  then  gathered  data  from  the  Department  of  Revenue  and  other 
states.  The  staff  presented  its  research  in  the  form  of  two 
reports  to  the  subcommittee  —  am  analysis  of  trends  in  Montcina's 
taxation  of  coal,  oil  and  gas  since  1970,  and  a  comparison  of  the 
state's  levels  of  taxation  on  the  three  fuels  with  the  levels  in 
six  competitive  states.  The  second  meeting  was  conducted  as  a 
public  hearing  in  Billings,  July  19,  where  the  staff  studies, 
other  statistics  presented  by  the  Lieutenant  Governor  and  Western 
Energy  Co.,  and  testimony  by  a  number  of  interested  parties  were 
received. 

At  the  conclusion  of  the  hearing  in  Billings,  the 
subcommittee  directed  the  staff  to  draft  several  alternative 
revisions  of  coal  taxes,  including  a  single  ad  valorem  severance 
tax  in  place  of  the  license  and  net  proceeds  tax,  a  gross  proceeds 
tcuc  in  place  of  net  proceeds,  a  revision  of  the  net  proceeds 
deductions,  and  an  ad  valorem  severance  tax  in  place  of  the 
license  tax.  The  subcommittee  also  requested  further 
investigation  of  the  license  tax  on  natural  gas  production. 

The  staff  prepared  amd  distributed  the  various  drafts  in 
August,  and  the  subcommittee  met  on  September  13  to  consider  these 
alternatives.  Parties  representing  industry  and  local  government 
expressed  their  views,  the  Department  of  Revenue  and  other  state 
agencies  commented,  and  then  the  subcommittee  spent  several  hours 
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in  executive  session.  The  staff  was  instructed  to  prepare  more 
refined  drafts  of  two  alternatives:  a  dual  coal  tax  consisting  of 
a  tax  on  gross  proceeds  for  local  governments  and  an  ad  valorem 
severance  tax  for  the  state  general  fund,  and  secondly,  a  single 
ad  valorem  severance  tax  for  both  state  and  local  funds.  The 
sxabcommittee  also  voted  to  draw  up  a  bill  to  change  the  natural 
gas  distributors*  license  tax  to  a  production  severance  teix. 

At  the  fourth  meeting  of  the  subcommittee  on  November  15,  the 
subcommittee  approved,  with  amendments,  the  dual  coal  tax  proposal 
and  the  natural  gas  severance  tax. 

Scope  of  Study 

The  STobcommittee  decided  to  concentrate  on  coal  taxation 
xinless  its  investigation  revealed  serious  problems  in  oil  or  ga^ 
taxation.  No  one  at  the  heeiring  in  Billings  raised  problems  with 
oil  taxes  —  neither  the  staff,  nor  the  Department  of  Revenue,  nor 
the  Montana  Petroleum  Association.  As  to  natural  gas,  the  staff 
investigation  indicated  that  domestic  production  shipped  out  of 
the  state  was  not  taxed  under  the  distributors*  license  tax 
statute.  Upon  confirmation  by  the  department,  the  subcommittee 
ordered  a  bill  prepared  to  correct  tnis  situation.  The  study 
otherwise  involved  only  coal  taxation. 

The  subcommittee  heard  some  testimony  on  coal  tax  trends  in 
North  Dakota  and  Wyoming,  which  related  to  its  charge  under  HR  45. 
The  North  Dakota  Legislature  is  currently  studying  coal  taxes 
througn  its  Legislative  Covincil.  Several  organizations  were 
studying  coal  taxes  in  Wyoming  in  1974;  it  was  not  learned  whetiier 
tiie  legislature  was  involved. 
■\ 

This  investigation  was  able  to  make  little  progress  toward 
the  multistate  iiniformity  of  coal  taxation  mentioned  in  HR  45. 
Differences  in  the  tax  structures  of  the  three  states  are 
identified  below  and  these  differences  are  substantial.  They  make 
comparisons  difficult,  and  they  will  be  obstacles  in  the  path  to 
uniforxaity.  The  goal  is  worthwhile,  nevertheless.,  and  the 
svii committee  recommends  that  the  executive  branch  pursue  it. 


PAST  AND  PRESENT  TAXATION 
OF  FOSSIL  FUELS  IN  MONTANA 


]  ■  ■■■ 

Present  Fossil  Fuel  Taxation 


Montana  levies  several  taxes  on  fossil  fuel  industries.  All 
fbssil  fuel  companies  —  oil,  natural  gas,  and  coal  —  are  subject 
to  the  Corporation  License  Tax,i  the  Resource  Indemnity  Trust 
Teix,^   and  the  Net  Proceeds  TcLX.    In  addition,  oil  producers   pay 
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an  Oil  Producers'  License  Tax; 4  oil  and  gas  producers  pay  an  Oil 
and  Gas  Conservation  License  Tax; 5  gas  producers  pay  a  Natural  Gas 
Distributors'  License  Tax; 6  and  coal  producers  pay  a  Strip  Coal 
Mines  License  Tax.'  These  taxes  represent  the  bulk  of  taxes  paid 
by  the  fossil  fuel  industry  in  Montana.  Other  business  related 
taxes  and  gross  vehicle  weight  taxes  yield  some  additional 
revenue. 


Severance  Taxes  : 

Many  of  the  taxes  levied  upon  the  extraction  of  fossil  fuels 
in  Montana  can  be  catagorized  as  severance  taxes. 

A  severance  tax  is  a  special  tax  levied  upon  either  the  gross 
receipts  or  the  gross  production  of  a  particular  coiranodity.  It  is 
usually  levied  upon  the  extraction  of  natural  resources  such  as 
timber,  oil,  natural  gas,  coal,  and  ores.  At  least  twenty-nine 
states  apply  a  severance  tax  upon  various  resources.^ 

A  severance  tax  is  generally  based  upon  either  the  volume  of 
production  or  upon  the  value  of  production.  The  "strict"  or 
"specific"  severance  tax  is  a  set  "X"  dollar  amount  per  unit  of 
production;  this  tax  is  fixed  regardless  of  the  price  for  which 
the  units  of  production  sell.  Under  a  strict  severance  tax,  an 
increase  in  the  price  of  a  product  (e.g.,  a  ton  of  coal)  would  not 
by  Itself  yield  more  revenue.  An  "ad  valorem"  severance  tax,  on 
the  other  hand,  is  a  set  "X"  percent  per  unit  of  production  or  per 
unit  of  sales.  It  is  levied  upon  the  value  of  the  output  rather 
than  upon  the  physical  quantity  and,  under  an  ad  valorem  severance 
tax,  revenue  would  increase  if  the  price  of  the  product  increased 
(assuming  that  total  production  did  not  decline 
significantly)  .=^  In  some  respects,  the  ad  valorem  severance  tax 
resembles  the  retail  sales  tax;  both  are  percentage-of-value 
taxes.  However,  where  the  typical  state  sales  tax  begins  by 
covering  a  broad  range  of  products  and  then  specifies  exemptions, 
the  severance  tax  is  restricted  in  its  inception  to  a  particular 
commodity  —  hence  its  distinctive  character. ^^  And  a  severance 
tax  may  be  imposed  on  the  act  of  severing  or  extracting  the 
resource,  whether  or  not  the  producer  sells  the  resource.  A  sales 
tax  would  not  apply  when  the  producer  used  the  resource  —  as  a 
coal  mine  operator  using  his  coal  to  generate  electricity  at  the 
mine. 

Severance  tcuces  are  levied  upon  a  state's  natural  resources 
for  several  reasons.   One,   obviously,  is  the  need  for  revenue. 

;^noI^ff  ^^  ^^^^  ^  state's  natural  resources,  particularly  its 
mineral  resources,  are  nonrenewable.  When  the  resources  are 
mined,  the  state  loses  a  valuable  asset  forever.  The  levying  of  a 
severance  tax  is  one  manner  by  which  the  state  can  share  in  the 
profits  associated  with  the  extraction  of  a  mineral  asset.  A 
severance  tax,  moreover,  ccui  help  discourage  resource  waste;  a 
basic  assumption  of  severance  taxation  is  that  future  generations 
will  need  mineral  resources  similar  to  those  used  today.   By  being 
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production,   a   severance   tax  can  encourage  producers  to  manage 
their  operations  efficiently. H 

Severance  taxes  on  fossil  fuels  are  not  new  to  Montana. 
During  the  administration  of  Governor  Joseph  Dixon  in  1921,  the 
legislature  enacted  the  first  ad  valorem  severance  tax  on 
nonrenewable  minerals  in  Montana.  This  tax  was  a  levy  of  1%  on 
the  total  gross  value  of  all  petroleum  produced  in  the  state.  The 
latest  levying  of  a  severance  tax  occurred  in  1973  when  the 
legislature  increased  the  Strip  Coal  Mines  License  Tax  according 
to  a  B.T.U.  schedule  and  enacted  a  Resource  Indemnity  Trust  Tax. 
Table  I  illustrates  the  growth  of  severance  taxes  on  fossil  fuels 
in  Montana.  .. 


Met  Proceeds  Tax      '..     .,  ..,.  :  .  < 

The  net  proceeds  tax  on  minerals  is  unlike  the  otiier  taxes 
levied  on  fossil  fuels.  Some  tax  authorities  regard  the  net 
proceeds  tax  as  a  property  tax.^^  Others  argue  that  it  is  really 
an  income  tax.-'-'  In  any  case,  the  net  proceeds  tax  is  iraportant 
to  those  counties  from  which  fossil  fuels  (and  other  cdnerals)  are 
extracted.  Fossil  fuel  producing  counties  derive  a  large  share  of 
their  revenue  from  levies  upon  the  net  proceeds  of  mines*   ■  > 

'  »  The  net  proceeds  of  a  mine  is  the  dollar  amount  remaining 
from  gross  proceeds  after  deducting  various  operating  costs.  To 
arrive  at  net  proceeds,  mining  producers  deduct  from  the  gross 
value  of  Uieir  product  (1)  all  royalties  paid;  (2)  all 
expenditures  for  necessary  lahor ,  machinery,  and  supplies  used  in 
the  operation;  and  (3)  the  costs  of  improvements  and  repairs  to 
the  property.  The  amount  determined  as  net  proceeds  is  placed  in 
Class  1  (100%  of  assessed  value)  of  the  property  tax 
classification  system.  The  tax  on  net  proceeds  is  then  derived  by 
the  application  of  a  county  mill  levy  upon  net  proceeds. -^^ 

The  net  proceeds  metiiod  of  taxing  mines  was  incorporated  into 
the  mining  tax  provision  of  the  1889  Montana  Constitution  (Article 
XII,  section  3).  In  1891,  the  legislature  enacted  the  net 
proceeds  provision  into  the  statutes  nearly  intact  from  the 
constitution. 15  However,  the  1972  Montana  Constitution  contains 
no  specific  reference  to  net  proceeds  or  to  mining  taxation. 
Delegates  to  the  1971-1972  Constitutional  Convention  decided  that 
no  single  method  of  taxing  minerals  should  be  frozen  in  the 
constitution.-'-^  Altliough  the  net  proceeds  tax  no  longer  has  the 
force  of  constitutional  sanction,  its  statutory  basis  is  intact. 

The  law  under  which  mining  producers  calculate  tlaeir  net 
proceeds  for  purposes  of  taxation  was  written  in  19 2 1.-*-^  Ind  no 
major  amendments  have  been  made  to  the  law  since  its  inception 
seventy-three  years  ago.  /.    -.  .',      ■'■.-;■_,■    '■•-    .j   .---.p^  t 

Three  basic  argmments  supported  the  enactment  of  a  net 
proceeds   tax  during  Montana's   early  history.    First,   mining 
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TABLE  I 
SEVERANCE  TAXES  ON  FOSSIL  FUELS 


DATE 


TAX 


PROVISION (S) 


1921 


Coal  Mines  License  Tax 


5<f  per  ton  after  first  50 
thousand  tons 


Oil  Producers'  License 
Tax 


1%  of  gross  value,  crude  oil 


1933 


1957 


♦Natural  Gas  Distributors' 
Tax 

Oil  Producers  License 
Tax 

Natural  Gas  Distributors' 
License  Tax 


3/8<?  per  thousand  cubic  feet 
of  gas 

Increase  to  2%  on  first  450  bbl. 
and  2-1/2%  on  excess  of  450  bbl. 

Increase  to  l/2<?  per  thousand 
cubic  feet 


1967 


1969 


Strip  Coal  Mines  License 
Tax 

Oil  Producers'  License 
Tax 

Natural  Gas  Distributors' 
License  Tax 


Coal  Mines  License  Tax  limited 
to  "strip"  mines 

Increase  to  2.1%  on  first  450 
bbl;  2.65%  on  excess  of  450  bbl. 

Increase  to  .575<:  per  thousand 
cvibic  feet 


1971 


Strip  Coal  Mines  License 
Tax 


Tax  rates  placed  on  B.T.U. 
schedule  and  increased 


1973 


Strip  Coal  Mines  License 
Tax 


Rates  increased  according  to 
B.T.U.  schedule 


Resource  Indemnity  Trust 
Tax 


New  act;  1/2  of  1%  on  gross 
value  if  over  $5,000 


*  In  1943  the  Montana  Supreme  Court  ruled  unconstitutional  the  section  of 
the  Natural  Gas  Distributors'  Tax  that  authorized  a  tax  on  gas  produced 
within  the  state  and  "conveyed  for  use  outside  the  state."  State  v. 
Montana-Dakota  Utilities  Co.,  114  M  161,  174,  133  P  2d  354. 
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interests  should  be  granted  a  tax  break  so  as  not  to  impede  the 
development  of  the  state's  mineral  resources.  The  mining  industry 
was  the  backbone  of  the  territory  and  would  be  a  significant  force 
in  the  new  era  of  statehood.  Second,  minerals  are  materially 
different  from  other  types  of  property:  it  is  nearly  impossible 
to  place  a  property  valuation  on  mines  before  the  minerals  are 
extracted.  Third,  mineral  resources  are  exhaustible;  mines  will 
not  produce  indefinately.  Mining  involves  speculative  risks 
different  from  those  associated  with  the  production  of  renewable 
products.-'-" 

The  propriety  of  taxing  fossil  fuels,  particularly  coal,  on 
the  basis  of  net  proceeds  has  been  questioned  many  times.  When 
the  legislature  enacted  the  net  proceeds  tax,  the  principal  mines 
in  Montana  were  gold,  silver,  and  copper.  Very  little  coal  had 
been  mined;  that  which  had  been  produced  had  come  from  underground 
mines.  Few  of  the  problems  that  accompanied  the  exploration  for 
and  value  of  gold,  silver,  and  copper  prior  to  extraction  apply  to 
coal.  Strip  coal  mine  deposits  are  well  known  and  the  risk  of 
exploration  is  minimal.-"-^ 

Several  other  criticisms  have  been  leveled  at  the  net 
proceeds  tax.  According  to  some  economists,  the  "net  proceeds" 
feature  of  the  law  has  the  effect  of  adjusting  the  taxes  paid  to 
earnings,  and  thereby  creating  serious  irregularities  with  other 
forms  of  property  taxation.  When  a  mine  is  prosperous  and  shows 
large  net  proceeds,  higher  taxes  are  paid  than  when  the  mine  is 
less  thriving.  All  other  property  owners,  however,  have  to  pay 
taxes  on  the  value  of  their  land  regardless  of  its  earnings.  The 
fluctuating  character  of  "net  proceeds"  creates  uncertainty  and 
fiscal  unreliability  at  state  and  local  levels.  In  years  in  which 
a  mining  firm  pays  little  or  no  net  proceeds  tax  —  either  because 
of  low  earnings  or  high  production  costs  —  the  residents  of  the 
areas  of  mining  operation  can  expect  to  see  their  mill  levies 
rise,  and  the  assessment  of  mines  under  net  proceeds,  according  to 
both  taxpayers  cuid  revenue  collectors,  is  an  administrative 
nightmare.  The  process  of  computing  "net  proceeds"  —  auditing 
procedures,,  as  well  as  comparisons  between  assessments  and 
financial  reports  —  is  extremely  complicated. ^0 

Finally  prior  to  the  passage  of  the  1972  Constitution, 
critics  of  net  proceeds  asked  why  a  special  tax  system  should  be 
frozen  into  the  constitution.  Convention  delegates  responded  by 
deleting  the  net  proceeds  tax  provision  from  the  constitution, 
thereby  removing  any  limitation  upon  the  legislature's  power  to 
tax  mines  in  any  manner  it  deems  appropriate. 


■6- 


AN  EVALUATION  OF  CURRENT 
FOSSIL  FUEL  TAXATION  IN  MONTANA 

Study  resolutions  SR  83/HR  9  3  directed  the  subcommittee  to 
look  for  overlaps  or  conflicts  in  the  present  package  of  taxes 
collected  from  the  fossil  fuel  industries  and  endorsed  the 
objective  of  developing  a  fair  and  adequate  system  of  taxation  for 
these  industries. 

The  investigation  required  detailed  criteria  for  evaluating 
tax  systems.  An  economist  writing  on  coal  taxation  recently 
described  a  list  of  criteria  similar  to  those  employed  in  this 
study: 

Economic  thinkers  have  grappled  for  centuries  v/ith  the 
question  of  what  characteristics  a  good  tax  or  sound  tax 
system  should  possess.  T^ong  those  most  frequently  cited  by 
modern  economists  are  productivity,  equity,  economy  of 
admins tration,  convenience,  certainty,  simplicity, 
acceptability,  and  neutrality.  By  productivity  is  meant  the 
revenue-yielding  capacity  of  a  tax.  No  matter  what  other 
merits  it  may  possess,  a  tax  is  of  little  value  if  it  fails 
the  productivity  test.  The  equity  principle  implies  that  all 
taxpayers  should  be  treated  fairly  and  impartially,  that 
those  of  equal  taxpaying  capacity  should  pay  the  same  amount 
of  taxes  (horizontal  equity)  and  tliat  the  tax  bills  of  those 
of  different  taxpaying  capacities  should  accurately  reflect 
such  difference  (vertical  equity) .  The  concept  of  certainty 
means  that  the  tax  base,  rates,  deductions,  exemptions,  etc., 
should  be  specified  clearly,  so  that  the  amount  owed  v/ill  be 
intelligible  to  both  the  taxpayer  and  teix  administrator. 
Simplicity,  convenience,  and  economy  of  administration  are 
largely  self-explanatory.  As  applied  to  the  taxation  of 
coal,  a  severance  tax  would  meet  these  three  criteria  rather 
well,  an  ad  valorem  property  tax  rather  poorly.  The 
acceptability  of  a  taix  to  taxpayers  is  important  from  the 
standpoint  of  compliance....  Neutrality  is  a  more  complex 
concept  and  means  that  a  good  tax  should  interfere  as  little 
as  possible  with  economic  decision  making.  Ideally  (in  the 
jargon  of  the  economist),  resources  should  be  allocated  in 
exactly  the  same  way  with  the  tax  as  they  would  be  in  its 
absence. 

«  Obviously,  no  tax  or  tax  system  can  meet  all  of  these 
criteria  perfectly.  Taken  as  a  group,  however,  they  provide 
the  best  yearstick  available  for  comparing  the  strengtlis  and 
weaknesses  of  different  taxes  and  tax  systems. ^■'- 

The  subcommittee  applied  these  criteria  to  the  three  taxes 
inposed  on  the  production  of  fossil  fuels:  net  proceeds,  resource 
indemnity,  and  the  different  license  taxes.  The  corporation 
license  tax,  which  is  really  an  income  tax,  was  evaluated  less, 
since  a  number  of  coal  or  petroleum  producers  are  not  organized  as 
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corporations  and  do  not  pay  this  tax.  The  taxes  on  personal 
property  and  on  rights  of  entry  were  found  to  be  relatively 
insignificant  in  the  total  tax  system,  and  they  are  not  evaluated 
here , 

Taking  the  eight  criteria  listed  in  tlie  article,  the 
investigation  yielded  the  following  evaluations: 

(a)  Productivity.  Two  unproductive  taxes  are  the  net 
proceeds  tax  on  coal  and  the  license  tax  on  natural  gas.  The  coal 
counties  observed  that  net  proceeds  and  the  taxes  thereon  have 
declined  as  a  percentage  of  production  value  for  several  years. 
Lt.  Gov.  Christiansen  presented  figures  documenting  this  decline. 
Deductions  from  gross  proceeds  —  for  reclamation,  for 
depreciation,  and  for  the  other  categories  of  expenses  vaguely 
expressed  in  the  statute  —  have  apparently  increased  faster  than 
the  gross  proceeds.  No  other  reasons  behind  this  declining 
productivity  have  appeared.  .   , 

The  license  tax  on  natural  gas  is  unproductive  because  it 
does  not  reach  gas  produced  in  Montana  and  exported  outside  that 
state.  The  state  taxes  the  distribution  of  gas  rather  than  the 
production  of  gas,  and  much  of  the  gas  distributed  here  is 
imported  from  Alberta,  (recently  at  a  very  high  price) .  Much  of 
the  state's  own  production,  on  the  other  hand,  is  exported  to 
Minnesota  at  prices  considerably  lower  than  the  Alberta  rates. 

Local  governments  apparently  consider  the  net  proceeds  tax  on 
oil  and  gas  a  productive  tax,  and  the  license  taxes  on  coal  and 
oil  are  productive  for  the  state, 

(b)  Equity.  Considerations  of  equity  between  the  three 
fossil  fuels  are  discussed  at  pp.  12-13.  Here,  the  equity  between 
competitors  in  the  same  industry  will  be  evaluated.  In  the  coal 
industry,  three  possible  types  of  mining  are  strip  mining  for 
sub-bituminous  coal,  strip  mining  for  lignite,  and  underground 
mining.  The  differences  are  such  as  to  argue  for  differing  taxes 
on  the  principle  of  vertical  equity. 

Underground  mining  is  not  a  factor  in  the  Montana  coal 
industry  at  this  time.  However,  that  is  a  consequence  of 
economics,  for  the  bulk  of  the  state's  coal  reserves  are  not 
strippable  and  can  only  be  recovered  by  tunneling.  If  the 
economic  picture  changes,  the  tunnels  may  open.  Underground 
mining's  claim  to  lower  taxes  is  based  on  higher  safety  and 
operating  costs,  a  more  labor-intensive  operation  (creating  more 
jobs  per  ton  of  coal) ,  and  less  environmental  damage.  Of 
•lontana's  current  production  taxes,  the  license  tax  does  not  apply 
to  underground  mining  at  all,  while  the  net  proceeds  and  resource 
indemnity  taxes  make  no  distinction  between  underground  and 
surface  methods.  If  underground  coal  mining  reappears  in  Montana, 
a  more  equitable  tax  structure  should  be  ready  for  it. 

The  low  B.T.U.  values  of  lignite  limit  its  marketability   to 
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local  areas;  it  simply  is  not  in  demand  in  the  populous  midwestern 
states.  The  license  tax  now  recognizes  the  different  abilities  to 
pay  of  different  grades  of  coal.  This  is  not  provided  under  the 
net  proceeds  or  the  resource  indemnity  taxes. 

If  ability  to  pay  is  applied  to  the  license  tax  on  the  four 
producers  of  strip-mined  sub-bituminous  coal,  the  license  tax  may 
be  wanting  in  horizontal  equity.  The  license  tax  does  not  allow 
deductions  for  reclamation  or  operating  costs,  and  these  costs  may 
vary  substantially  between  producers.  The  license  tax  is  a 
severance  tax,  and  severance  taxes  by  their  nature  are  not  based 
on  differing  adjilities  to  pay. 

The  deductions  which  equalize  these  differentials  are 
realized  on  federal  and  state  income  tax  returns.  The  firm  with 
high  operating  costs  and  severance  tax  payments  will  deduct  both 
from  gross  income  and  pay  less  income  tax.  However,  the  severance 
tax  by  itself  does  not  promote  horizontal  equity. 

(c)  Economy  of  Administration.  Economists  who  use  this  term 
are  speaking  of  collecting  agencies  such  as  the  Montana  Department 
of  Revenue,  and  the  staff  it  requires  for  administering  various 
taxes.  "Economy  of  administration"  is  an  important  standard.  The 
subcommittee  finds  that  economy  of  administration  should  also  be 
considered  from  the  legislature's  viewpoint.  A  tax  whicn  needs  to 
be  amended  by  long  or  complex  bills  every  session  is  not 
economical  of  administration  for  the  legislature,  regardless  of 
the  department's  experience. 

The  department  indicated  that  the  net  proceeds  taxes  are 
among  the  most  time  consuming  statutes  for  its  staff.  Since  1955, 
the  net  proceeds  of  oil  and  gas  have  been  taxed  under  separate 
statutes  written  in  oil  and  gas  terms  rather  than  mining  terms, 
and  these  taxes  are  now  more  easily  administered  than  the  net 
proceeds  tax  on  coal.  The  resource  indemnity  tax  should  also  nave 
some  staff  positions  in  order  to  be  effectively  collected; 
however,  these  positions  have  not  yet  been  authorized.  There  are 
no  such  problems  with  the  license  taxes. 

For  economy  of  legislative  administration,  a  good  tax  is  one 
that  does  not  need  revision  during  times  of  rising  prices. 
Inflation  has  been  a  persistent  feature  of  the  American  economy 
for  many  years,  and  there  is  no  evidence  that  it  is  about  to  go 
away.  Under  such  circiomstances,  a  tax  based  upon  the  current 
value  of  the  subject  of  taxation  will  automatically  increase  its 
yield  with  inflation.  Examples  include  the  income  tax,  a 
value-based  severance  tax  and  the  sales  tax  collected  by  many 
states  (but  not  Montana) .  Taxes  which  are  not  based  on  the 
current  value  of  the  subject,  such  as  a  strict  severance  tax,  must 
have  their  rates  regularly  increased  to  keep  pace  with  inflation. 

i  The  strip  coal  mining  license  tax  is  an  example  of  an 
unstable  tax.  It  was  increased  in  1971,  increased  in  197  3,  and  if 
estimates  of  $5-a-ton  coal  prices  within  several  years  prove 
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accurate,  tlie  license  tax  rate  would  probably  increase  again.  By 
contrast,  the  oil  producer's  license  tax  —  a  value-based 
severance  tax  —  has  not  been  raised  in  rate  since  1969,  yet  the 
revenues  it  generates  have  increased  along  with  the  dramatic  jump 
in  oil  prices. 

(d)  Convenience.  The  present  system  of  fossil  fuel  taxation 
creates  several  inconveniences.  There  is  the  long  delay  in 
applying  the  net  proceeds  tax.  A  ton  of  coal  or  a  barrel  of  oil 
produced  in  January  1975,  for  example,  will  not  be  subjected  to  a 
mill  levy  until  August  1976.  The  producer  tries  to  estimate  this 
tax  bill  in  January  1975,  but  his  guess  is  inevitably  subject  to 
later  adjustment. 

Another  inconvenience  is  the  varying  schedules  for  the 
production  taxes.  The  license  taxes  are  due  quarterly,  thirty 
days  after  the  end  of  the  quarter.  Resource  indemnity  taxes  are 
due  annually,  three  months  after  the  year's  end.  Net  proceeds 
are  also  reported  annually,  by  March  31,  but  the  bill  is  not 
presented  to  the  taxpayer  until  August.  And  because  each  tax  has 
different  exemptions  or  deductions,  each  must  be  calculated 
separately. 

(e)  Certainty.  Litigation  is  a  reliable  guide  to  the 
certainty  of  a  tax  law:  the  more  it  has  been  in  court,  the  more 
uncertain  taxpayers  and  the  state  are  of  the  statute's  meaning. 
The  net  proceeds  tax  on  coal  is  the  most  uncertain  tax  of  all 
those  investigated  by  the  subcommittee.  It  is  before  the  courts 
in  one  or  two  actions,  and  many  more  disagreements  are  resolved  in 
the  assessors'  offices  each  year.  When  the  computation  of  net 
proceeds  involves  deductions  such  as  "all  moneys  actually  expended 

for  marketing  the  product  and  the  conversion  of  the  same 
into  money".  Section  84-5403(6),  uncertainty  is  inevitable. 

The  various  license  taxes  are  fairly  certain  in  application. 
The  resource  indemnity  tax  has  one  uncertain  area:  the  gross 
value  it  is  based  upon  is  the  gross  value  "at  the  time  of 
extraction  from  the  ground".  Section  84-7006.  This  is  tantamount 
to  tlie  wellhead  price  for  oil  and  gas,  but  the  value  of  coal  just 
severed  and  still  in  the  mine  is  less  than  the  value  of  coal 
broken  up  and  stacked  beside  a  rail  siding.  The  preferred  method 
of  calculating  gross  value  at  the  time  of  extraction  is  to  deduct 
processing  and  moving  costs  from  the  sales  price,  but  the 
department's  regulations  and  forms  have  not  dispelled 
uncertainties  about  the  statute. 

(f)  Simplicity.  A  single  tax  on  a  particular  activity  is 
always  simpler  than  three  taxes  on  the  same  activity,  when  the 
three  taxes  have  different  reporting  periods,  definitions  of 
value,  exemptions  or  deductions,  and  so  forth.  The  packacje  of 
taxes  on  coal,  and  to  nearly  the  same  degree  on  oil  and  gas,  is 
not  simple  compared  to  other  states.  Viewing  the  taxes 
individually,  the  strip  coal  mines  license  tax  is  the  siruplest, 
and   tlie  net  proceeds  and  resource  indemnity  taxes  on  coal  are  the 
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most  complicated  to  compute. 

One  of  industry's  complaints  about  a  multiplicity  of  taxes  on 
the  same  activity  is  the  so-called  tax  pyramiding  effect.  This 
arises  when  two  taxes  are  each  based  on  gross  value  or,  as  in  the 
case  of  the  net  proceeds  tax,  on  a  net  value  that  does  not  exclude 
or  deduct  other  tax  payments.  Suppose  that  coal  is  selling  for  $4 
a  ton  f.o.b.  mine  and  that  the  net  proceeds  on  that  coal  is 
$1.60,  which  includes  $.40  for  the  license  tax.  If  the  license 
tax  becomes  a  tax  of  12%  of  gross  value,  the  tax  from  this  mine 
would  increase  by  $.08  ($4  x  0.12  =  $.48).  That  causes  the  net 
proceeds  to  go  up  to  $1.68,  and  if  the  mill  levy  holds  constant, 
the  net  proceeds  tax  payments  go  up.  This  increase  is  passed  on 
to  the  buyer  and  raises  gross  value,  v/hich  raises  tlie  license  tax 
again. 

■  This  problem  does  not  occur  for  Montana  coal  producers  now, 

since  the  license  tax  is   imposed  on  a  cents-per-ton  basis. 

However,  if   the  license   tax  were   converted  to  an  ad  valorem 

severance  tax,  the  problem  could  arise. 

(g)  Acceptability.  Industry  testimony  was  divided  on 
whether  tHe  present  tax  structure  on  coal  is  acceptable  to  the 
producers.  Western  Energy  argued  that  the  net  proceeds  tax  is  a 
fair  tax  and  that  no  change  is  justified.  Knife  lliver  and 
Westmoreland  said  that  the  degree  of  overlap  in  the  three 
production  taxes  was  undesirable  and  that  a  single  coal  tax  would 
be  preferable.  The  other  firms  did  not  speak  directly  to  this 
issue. 

All  producers  agreed  the  overall  level  of  production  taxes 
should  not  increase,  of  course.  Notwithstanding  the  staff's 
comparisons  v;ith  other  states  showing  Montana  coal  taxes 
substantially  higher,  no  producer  made  a  convincing  argument  for  a 
tax  cut.  Contracts  have  been  negotiated  for  long-term  sales  of 
Montana  coal  since  the  license  tax  was  hiked  in  mid-1973.  The 
present  tax  level  is  not  driving  buyers  away. 

(h)  Neutrality.  The  economists  would  call  a  fossil  fuel  tax 
neutral  if  it  did  not  speed  up  or  slow  down  the  extraction  of  the 
resource,  or  change  the  manner  of  exploitation.  Sometimes  a  tax 
departs  from  neutrality  to  create  an  incentive  for  some  desirable 
activity.   The  lower  oil  license  tax  rate  imposed  on  the  first  450 

barrels  produced  in  a  quarter  encourages  stripper  wolls  and  less 
%\?aste,  for  excimple.  The  corporation  license  tax  is  not  neutral  in 
tliat  it  favors  partnerships  and  joint  ventures  over  corporations 
and  may  favor  debt  financing  over  equity  financing  and  other  forms 
of  income  over  corporate  profits. 

Summary  of  Evaluations 

By  almost  every  standard,  the  tax  on  net  proceeds  of  coal  is 
a  poor  tax.   It  is  unproductive,  contains  inequities,   is  complex 
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and  time-consuming  for  taxpayer  and  tax  collector  alike,  and  is 
full  of  uncertainties.  The  strip  mine  license  tax  is  much  easier 
for  all,  and  its  only  flaw  is  that  as  a  cents-per-ton  tax,  its 
yield  declines  during  inflationary  periods.  There  are  some 
uncertainties  in  the  resource  indemnity  tax  on  coal.  The  license 
tax  on  natural  gas  contains  an  inequity.  The  system  of  taxes  on 
each  fuel  seems  to  v/ork  better  as  a  system  on  oil  and  gas  than  on 
coal.      -.■••.•      ,;,;'•-■•:  ••^.  7^-.-       ■'■■■■"^  -::i'    :  "' ■  '.'..' 
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f   .      COMPARISON  OF  THE  T2\X  BURDENS 

ON  FOSSIL  FUEL  INDUSTRIES  IN  MONTANA 


Comparing  the  tax  burdens  of  fossil  fuel  industries  in 
Montana  is  difficult.  The  physical  properties  of  gas,  oil,  and 
coal  are  not  easily  comparable.  Production  costs  and  the  risks  of 
exploration  vary  from  industry  to  industry.  Net  proceeds 
assessment  procedures  differ  between  coal  and  the  petroleum 
products,  and  the  market  forces  operating  on  each  industry  may  not 
be  the  same.  The  price  of  interstate  gas  is  rigidly  controlled 
while  coal  is  not  controlled,  for  instance. 

Two  of  the  more  commonly  used  methods  of  comparing  the  tax 
burdens  on  the  fossil  fuel  industries  —  the  cash  value  approach 
and  the  B.T.U.  count  —  illustrate  the  difficulties  in  arriving  at 
tax  equity.  Proponents  of  a  cash  value  approach  contend  that  $5 
worth  of  coal  at  the  mine  is  comparable  to  $5  worth  of  oil  at  the 
wellhead:  both  should  be  taxed  equally.  However,  the  straight 
cash  comparison  does  not  reflect  tlie  energy  values  of  the 
different  fossil  fuels.  And  those  energy  values  vary  widely.  For 
example,  $5  worth  of  Montana  coal  (at  $2.50  a  ton)  has  a  heating 
value  of  approximately  35  million  B.T.U.s,  while  $5  worth  of 
Montana  oil  (at  $6.75  a  barrel)  yields  only  4.3  million  B.T.U.s. 
The  heating  value  of  natural  gas  falls  between  oil  and  coal:  $5 
worth  of  natural  gas  (at  $.38  per  1,000  cubic  feet)  is  equivalent 
to  14  million  B.T.U.s. 

Similar  inequities  appear  in  a  simple  B.T.U.  comparison  of 
fossil  fuels.  Proponents  of  this  approach  contend  that  because 
energy  prices  are  subject  to  many  non-market  influences  (e.g.,  FPC 
regulations,  Arab  embargoes)  a  simple  B.T.U.  count  is  an  equitable 
method  of  comparison.  A  million  B.T.U.s  of  coal  should  be  taxed 
the  same  as  a  million  B.T.U.s  of  oil.  However,  such  a  comparison 
does  not  accoiint  for  the  disparity  between  the  fossil  fuels  v/hen 
they  are  converted  from  raw  B.T.U.s  into  usable  energy  values. 
Natural  gas  is  a  usable  energy  at  the  wellhead.  Crude  oil  loses 
approximately  10%  of  its  B.T.U.  in  the  refinery.  And  coal  loses 
approximately  two-thirds  of  its  original  energy  value  in  the 
electric  generating  plant.  (The  foregoing  assumes  an  energy 
policy  which  allocates  natural  gas  to  domestic  users  rather  than 
steam  electric  stations  and  coal  to  the  generating  stations  rather 
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than  the  domestic  space  heating  market.) 

Current  production  taxes  do  not  fall  evenly  on  a  raw  B.T.U, 
basis  as  Table  II  illustrates: 


TABLE  II 


CURRENT  TAXES  ON  FOSSIL  FUEL  PRODUCTION 
AS  CENTS  PER  MILLION  B.T.U.S 


Oil  19.4  cents 

Gas  5.8  cents 

Coal 1.2  cents 

The  positions  of  coal  and  oil  are  reversed  if  the  yardstick  is  a 
straight  cash  comparison  of  tax  burdens.  The  riontana  Department 
of  Revenue  calculated  fossil  fuel  industry  taxes  paid  as  a 
percentage  of  gross  value.  The  gross  value  of  oil  and  gas  was 
measured  at  tlie  wellhead,  while  the  gross  value  of  coal  was 
measured  at  the  rail  siding.  Currently,  total  taxes  paid  by  each 
industry  as  a  percentage  of  gross  value  are: 


TABLE  III 


Coal 16.9% 

Gas 13.0% 

Oil 12 . 5% 


"Currently"  is  an  elusive  term  when  applied  to  statistics 
concerning  energy  sources.  The  prices  of  fossil  fuels  can  and  do 
change  rapidly  and  vary  widely.  The  above  percentages  apply  to 
fiscal  year  1973-1974  for  coal,  and  the  1973  calendar  year  for  gas 
and  oil. 

Since  neither  a  simple  cash  nor  a  simple  B.T.U.  comparison  is 
entirely  satisfactory,  the  most  equitable  relationship  between 
coal  and  oil  taxes  is  probably  a  combination  of  both  factors. 
Viewed  in  this  light,  the  present  level  of  taxation  on  coal  is  not 
inequitable  compared  to  that  on  oil. 

Supporting  data  for  the  statistics  in  this  section,  as 
supplied  by  the  Department  of  Revenue,  appears  as  Appendices  C,  D, 
and  E  of  this  report. 
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COMPARISONS  WITH  TAX  BURDENS  IN  OTHER  STATES    ..;;   .. ,  . 

Montana  and  its  local  governments  tax  the  production  of 
fossil  fuels  at  a  higher  level  than  any  competitive  state, 
according  to  data  the  staff  collected.  This  does  not  necessarily 
imply  a  highest  total  tax  burden,  for  producers  may  be  subject  to 
the  sales  taxes  most  other  states  impose,  and  state  income  taxes 
may  be  higher  in  other  states. 

The  percentage-of-gross  (including  the  taxes)  paid  as  taxes 
on  calendar  19  73  coal  production,  property,  and  equipment  are  set 
out  in  Table  IV. 


TABLE  IV 

TAXES  ON  COAL  PRODUCTION  —  1973 
J.  .  ■,-  .  (As  a  percentage  of  gross  value) 


Montana >*... .....12.4% 

Wyoming 6.B% 

Ken  tucy  ........i..... ».... ....5.5% 

New  Mexico 2.1% 

Colorado 0.7% 

North  Dakota. Negligible 

Utah Negligible 


Kentucky's  taxes  on  coal  producers  are  reported  to  be  the 
highest  among  the  Appalachian  and  midwestern  coal  states.  22  Thus 
no  coal  state  had,  through  1973,  higner  severance  and  property 
taxes  than  Montana. 

Montana's  1973  percentage  is  transitional;  it  was  several 
points  lower  the  first  half  of  the  year  and  several  points  higher 
—  close  to  17% —  for  the  last  six  months.  This  reflects  the 
hike  in  the  coal  mine  license  tax  which  took  effect  July  1,  197  3. 
Otner  states  may  have  also  increased  taxes  since  the  data  was 
gathered;  New  Mexico's  severaiice  tax  on  coal  was  increased  3/8  of 
1%  effective  July  1,  1974,  for  example.  Several  of  the  states 
listed  are  known  to  be  reviewing  their  fossil  fuel  taxes  for  19  75 
legislative  sessions. 

The  range  of  variation  on  oil  production  taxes  on  the  Rocky 
Mountain-Northern  PleLins  region  is  less  extreme  than  the 
differences  in  coal  taxes,  as  Table  V  illustrates.  ^ 


-14- 


TABLE  V 


TAXES  ON  OIL  PRODUCTION  IK  1973 
(As  a  percentage  of  gross  value) 


Montana 12.5% 

Wyoming 9.1% 

Nev/  iMexico 6.0% 

North  Dakota 5.0% 

Colorado 4.4% 

Utah 3.7% 


Natural  gas  taxes  are  essentially  at  the  same  levels  as  oil 
in  each  of  the  other  states  surveyed,  since  both  fuels  are  taxed 
under  the  sam6  statutes  in  each  case.  Of  interest  is  the  slightly 
higher  percentage  on  gas  than  oil  in  Wyoming  and  New  Mexico.  In 
these  states,  gas  and  oil  are  assessed  separately,  whereas  in  the 
others  a  combined  assessment  is  made. 


TABLE  VI 


TAXES  ON  NATURAL  GAS  PRODUCTION  IN  1973 
(As  a  percentage  of  gross  value) 


Montana 13.0% 

Wyoming 9.4% 

New  Mexico 6.1% 

North  Dakota 5.0% 

Colorado 4.4% 

Utah 3.7% 


The  figures  supporting  the  three  tables  in  this  section, 
which  also  report  tax  levels  for  several  years  prior  to  1973, 
appear  as  Appendix  F  to  this  report. 

To  a  certain  extent,  fossil  fuels  from  western  Canada  share 
markets  or  potential  markets  with  Montana  fuels.  Comparing  tax 
burdens  between  American  states  and  Canadian  provinces  is 
misleading,  however.  The  provinces  are  the  owners  of  most  of  the 
subsurface  mineral  rights  within  their  borders,  v;hile  in  the 
states  these  rights  have  either  been  retained  by  tlie  federal 
government  or  passed  into  private  ownership.  A  Canadian  province 
can  derive  revenue  from  fossil  fuel  production  through  taxes  or 
royalties,  and  royalties  have  been  the  preferred  means  lately. 
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About  one— third  of  the  price  I  Ion  tana  Povrer  Co.  paid  for  ?^lberta 
natural  gas  at  the  border  in  the  summer  of  1973  represented 
royalties  to  the  Alberta  government.  Provincial  taxes,  on  the 
other  hand,  vcre  lov;. 


DETEPJIINING  THE  VALUE.  OF  COAL 

Any  ad  valorem  tax  on  coal  production  must  define  value  with 
great  precision,  for  the  value  of  coal  varies  widely  depending  en 
its  location  in  tlie  production  process.  A  hypothetical  case 
involving  a  Ilontana  mine  supplying  a  Minnesota  utility  illustrates 
tlie  range  of  this  variation: 

(1)   Coal  in  the  ground;  worth  $.50  a  ton. 

C2)   Coal   at  the  moment  it  is  severed  from  the  ground;  worth 
-■,:i>.       $1.83  a  ton*  .  <:    •  ^  ■..^- .':-.-  -- 

(2A)  Coal  just  severed  and  royalty  paid,,  worth  $2  a  ton. 

(3)  Coal  taken   from  mine  to  rail   siding,,   crushedr   and 
otherwise  prepared  for  shii;mient;  worth  $3  a  ton. 

(3A)  Coal  prepared  for  shipment  and  taxes  on  production  i^aid; 
worth  $3.50  a  ton. 

(4)  Coal  hauled  by  rail  to  utility  plant?  worth  $10  a  ton. 

The  value  of  the  coal  in  the  ground,  comditiom  (IJ  above,  is 

not  calculated  for  any  Montana  tax,  although  North   Dakota,   Utcih, 

and  a  number  of  eastern  coal  states  make  such  valuations  and  apply 
tlie   property   tax   to  coal   reserves.   Valuation  of  reserves  is 

difficult  and  controversial.     ....... 

The  value  of  the  coal  at  the  moment  of  extraction,  before 
royalty  payments,  is  used  in  computing  the  Wyoming  property  and 
severance  taxes.  The  value  described  in  condition  C2A)  ,  after 
royalty  payments  on  just-severed  coal.  Is  the  value  used  in 
computing  tlie  Montana  resource  indemnity  tax.  The  value  at 
condition  (3)  is  not  used  in  any  present  Montana  tax;  tiie  10% 
federal  depletion  allowance  is  based  on  this  value.  The  after-tax 
value  described  in  {3A)  is  the  value  used  before  deductions  in 
computing  net  proceeds  under  present  Montana  law.  This  is  also 
the  selling  price  f.o.b.  mine  in  the  sales  contract.  The 
delivered  value,  at  situation  (4),  would  be  the  fuel  cost  to  the 
purchasing  utility  company,  for  tlie  purpose  of  regulating  its 
rates. 

The  dollar  value  of  coal  is  usually  established  under  a  sales 
contract.   Most  of  Montana's  current  production  is  marketed  under 
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long-term  contracts,  running  20  to  30  years.  These  contracts  set 
a  base  price,  at  the  beginning  of  the  contract  tern,  and  allow  for 
adjustments  of  that  price  from  time  to  time. 

The  I>lontana  coal  producers  submitted  excerpts  from  their 
sales  contracts  to  the  staff.  In  every  contract  analyzed,  changes 
in  the  following  elements  of  seller's  cost  will  change  the  current 
selling  price:  taxes  on  production,  sales,  or  land;  royalties; 
unit  prices  of  materials  and  supplies;  labor  (including  hourly 
wage  increases  or  cuts,  changes  in  vacation,  time  off,  or  overtime 
policies  and  changed  fringe  benefit  payments) ;  and  management 
salaries  and  overhead  costs.  Beyond  this  there  are  individual 
differences.  Two  companies  can  increase  the  price  to  cover 
depreciation  of  safety  or  pollution  control  equipment  it  may  be 
required  to  install.  One  of  them  also  provides  for  the 
pass-through  of  new  kinds  of  taxes  which  may  be  levied  in  the 
future.  The  other  companies  have  not  provided  for  these  last  tv;o 
items,  but  they  each  have  special  provisions  for  changes  in  the 
price  of  explosives,  electricity,  and  for  depreciation  or  rental 
costs.  Finally,  all  the  companies  studied  can  pass  through 
general  inflation  or  deflation  of  the  dollar's  purchasing  power. 

Typically,  a  contract  will  recite  that  so  many  cents  per  ton 
is  that  part  of  the  base  price  which  covers  a  particular  item. 
For  example,  the  cost  of  materials  and  supplies  is  $.34  per  ton  on 
the  base  price  date.  If  these  costs  go  up  20%  the  following  year, 
20%  of  $.34,  or  6.8<:,  is  added  to  the  base  price  to  get  a  new 
current  sales  price.  The  percentage  of  increase  (or  decrease)  is 
calculated  either  by  comparing  actual  costs  in  the  base  year  and 
the  current  year,  or  by  using  some  objective  statistics.  For 
materials  and  supplies,  the  contracts  all  rely  on  the  various 
price  indexes  (the  Wholesale  Price  Index,  etc.)  published  by  the 
Bureau  of  Labor  Statistics,  U.S.   Department  of  Labor. 

Adjusting  for  inflation  or  deflation  is  done  in  two  different 
ways.  Three  companies'  contracts  call  for  the  selling  price  to 
increase  5.3  mills,  4  mills,  and  "X"  mills  per  ton  for  each  one 
point  increase  in  the  Consumers  Price  Index  over  the  base  price 
date,  and  to  decrease  likewise.  The  fourth  firm  takes  the  balance 
of  the  base  price  after  the  specific  base  price  elements  of  labor, 
materials  and  supplies,  taxes,  and  royalties  have  been  subtracted. 
This  balance  would  include  depreciation,  profit,  and  miscellaneous 
overhead  costs.  It  is  adjusted  to  follow  changes  in  the  Consumer 
Price  Index,  the  Wholesale  Price  Index,  and  the  seller's  labor 
costs  from  the  base  date. 

The  company  which  uses  the  5.3  mill  formula  does  so  in  its 
long-term  contracts,  those  running  20  to  25  years.  It  should  be 
noted  that  this  formula  does  not  appear  in  some  of  its  short-term 
(two  to  five  year)  contracts.  The  short-term  contracts  signed 
more  recently,  however,  do  provide  for  a  general  inflation  or 
deflation  adjustment. 

The  price  that  results  from  all  these  calculations  is  the 
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value  after  tcuces  of  coal  prepared  for  shipment. 


THE  EFFECTS  OF 
COAL  TAXATION  ON  LOCAL  GOVERNMENTS 


Coal  counties  realize  revenue  from  coal  production  through 
two  taxes:  the  mill  levy  applied  to  the  net  proceeds  and  $.03  per 
ton  of  the  strip  mine  license  tax. 

The  Department  of  Revenue  calculated  the  production  costs, 
royalties,  net  proceeds,  and  net  proceeds  per  ton  and  per  million 
B.T.U.s  of  each  coal  company  operating  in  Montana  over  the  past 
several  years.   This  information  is  detailed  in  Appendix  G. 

Perhaps  the  most  significant  aspect  of  the  net  proceeds  data 
is  the  steady  decline  in  net  proceeds  per  ton  over  the  past  few 
years  for  most  coal  companies  and,  hence,  for  the  counties 
concerned.  The  example,  the  net  proceeds  per  ton  of  Knife  River 
Coal  Company  rose  from  1966  to  1970.  But  beginning  in  1970,  their 
net  proceeds  per  ton  declined  until  the  values  had  retreated  to 
less  than  the  1966  level.  The  net  proceeds  of  Western  Energy  Co. 
show  a  similar  decline  per  ton;  their  net  proceeds  per  ton  have 
regressed  from  $.82  per  ton  in  production  year  19C9  to  $.38  per 
ton  in  production  year  1973.  At  the  same  time,  of  course,  coal 
production  has  risen  dramatically.  LiJ:ewise,  production  costs, 
v/hich  are  allowable  deductions  under  net  proceeds,  Iiave  climbed. 

Several  commentators  noted  that  the  highly  variable  net 
proceeds  make  it  difficult  for  county  commissioners  in  coal 
producing  counties  to  predict  their  budgets  from  year  to  year. 
?jid  the  initial,  as  well  as  the  continuing,  financial  impacts  of 
coal  development  fall  mainly  upon  county,  city,  and  school 
district  governments. 

Tax  revenues  from  coal  development  always  lag  behind 
development  impacts  in  counties.  The  influx  of  people  and  heavy 
equipment  into  coal  producing  areas  necessitate  the  building  of 
schools,  roads,  etc.  before  significant  coal  production  has  begun. 
The  burden  of  financing  these  development  impacts,  especially  at 
the  outset,  is  placed  on  longtime  local  residents. 

Representatives  of  all  the  coal  companies  expressed  a  deep 
concern  that  the  subcommittee  take  into  account  the  situations  of 
tlie  counties  in  any  tax  formula  it  recommends.  The  coal  companies 
thus  recognize  tliat  coal  development  presents  many  problems  for 
local  governments. 


iVhether  tax  revenues  will  ever  catch  up  with  development 
impacts  in  Montana  local  communities  is  impossible  to  determine  at 
tliis  time.    Some   spokesmen,   including   representatives   of   the 
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Rosebud  County  Commissioners,  have  advocated  the  replacement  of 
the  net  proceeds  tax  with  a  gross  proceeds  tax  based  on  production 
as  a  means  to  provide  local  governments  with  a  more  consistent 
revenue  base . 


.1 


DISCUSSION   OF   REC0I4MENDATI0NS 


Coal   Taxes 

The  subcommittee  recommends  tnat  the  1975  Legislature 
consider  a  bill  to  revise  the  taxation  of  coal  production  as  set 
forth  in  Appendix  A.  This  bill  would  change  the  strip  mine 
license  tax  from  a  strict  severance  tax  to  a  value-based  (ad 
valorem)  severance  tax  with  the  strict  tax  rates  retained  as 
minimum  rates.  The  second  cnange  proposed  in  the  bill  converts 
the  net  proceeds  tax  into  a  gross  (no  deductions)  tax;  the  mill 
levies  now  imposed  on  100%  of  net  proceeds  would  be  imposed  on  40% 
of  gross  proceeds. 

The  reason  for  a  value-based  severance  tax  is  to  gain  economy 
of  legislative  effort  in  a  period  of  rising  prices.  A  tax  of  $.34 
per  ton  of  coal  will  doubtless  shrink  as  a  percentage  of  coal's 
value  in  future  years,  and  the  purchasing  power  of  the  revenue 
from  such  a  tax  will  also  shrink.  Under  the  subcommittee's 
proposal,  this  tax  should  remain  productive  without  future 
amendments . 

Tne  value  which  the  severance  tax  could  be  based  on  is  the 
price  at  which  the  coal  is  sold  f.o.b.  mine.  Tnis  is  the  full 
gross  price,  including  royalties  and  taxes  on  production. 
Defining  value  was  a  problem  which  the  subcommittee  debated  at 
length.  Industry  representatives  submitted  several  arguments  for 
excluding  royalties  and  taxes  paid  on  production  from  the  value  to 
be  taxed.  Essentially,  they  claim  that  several  value-based  taxes, 
each  affecting  the  price  on  which  the  others  are  based,  delay  and 
complicate  a  final  establishment  of  value.  The  Department  of 
Revenue,  on  the  other  hand,  contended  that  final  value  is  rather 
quickly  established  in  this  situation,  and  minimized  the 
administrative  problems  raised  by  industry.  Rather  than  having  an 
infinite  progression  when  two  taxes  affect  each  other,  the 
department  argued  the  value  stabilizes  after  two  rounds  of 
readjustment.  Tae  recommended  bill  embraces  the  department's 
approacn. 

Tne  subcommittee  voted  to  leave  the  percentage  rates  of  the 
license  tax  blank.  A  variety  of  numbers  were  considered, 
including  a  12.62%  rate  on  all  categories  (the  actual  rate  of  the 
license  tax  on  the  industry  as  a  whole  in  fiscal  1974) ,  rates  of 
5%,  10%,  17%,  and  20%  on  the  B.T.U.  categories,  from  the  lowest  to 
the   highest   grades   of   coal   (fiscal   1974   actual  rates  on  the 
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different  categories),  and  25%  on  all  categories  (an  increase  over 
current  rates).  With  half  the  members  of  the  subcommittee  not 
returning  to  the  legislature  in  1975,  it  was  the  consensus  that 
the  social  judgment  as  to  whether  coal  taxes  should  be  raised, 
cut,  or  held  constant  should  be  left  to  the  elected  members  of  the 
Forty-Fourtn  Legislature. 

The  gross  proceeds  tax  proposed  to  replace  tne  net  proceeds 
tax  is  written  so  as  to  nold  constant  the  percentage  of  gross 
value  which  has  been  subject  to  taxation  by  local  governments.  In 
other  words,  net  proceeds  have  been  running  about  4  0%  of  reported 
gross  proceeds  in  recent  years,  and  taxed  at  100%  of  value;  tne 
same  result  obtains  by  taxing  the  gross  proceeds  at  40%  of  value. 
Tne  coal  producers  have  anticipated  that  their  net  proceeds  will 
drop  joelow  40%  of  value,  to  30%  or  perhaps  25%,  as  allowable 
deductions  take  an  increasing  bite  out  of  gross  receipts  in  coming 
years.  Some  industry  representative  characterized  the  gross 
proceeds  proposal  as  increasing  their  tax  burdens;  the 
subcommittee  views  the  proposal  more  as  a  denial  of  an  expected 
tax  cut.  This  cut  would  come  at  the  expense  of  the  local  entities 
which  can  ill  afford  to  lose  the  revenue  now.  The  social  impact 
of  large-scale  coal  development  on  nearby  communities  has  been 
amply  established,  and  a  tax  cut  through  continued  application  of 
the  net  proceeds  system  of  property  taxation  of  coal  will 
aggravate  the  problems. 

natural  Gas  Taxes  -'-'^      "-'-' 

The  tax  situation  for  natural  gas  producers  is  the  opposite 
of  the  coal  tax  situatioxi:  most  of  the  tax  revenue  goes  to  local 
governments  through  a  very  productive  net  proceeds  tax,  and  very 
little  tax  revenue  is  realized  by  the  state.  The  subcommittee 
determined  that  the  state  should  collect  a  tax  on  natural  gas 
production  equivalent  to  the  tax  imposed  on  oil  production.  The 
oil  production  tax  rate  is  2.65%  of  gross  value  after  taxes  (a 
lower  rate  is  imposed  on  the  first  450  barrels  per  quarter  from  a 
well,  to  encourage  stripper  wells).  A  tax  rate  of  3%  of  gross 
value  before  taxes  would  yield  the  same  amount  of  revenue, 
according  to  the  department  of  revenue.  The  subcommittee  voted  to 
recommend  the  3%  rate  for  the  natural  gas  tax  and  to  exclude  gas 
which  is  produced  and  then  reinjected  in  the  ground  to  be  stored 
for  later  disposal.  It  is  the  understanding  of  the  subcommittee 
tnat  gas  reinjected  in  such  cases  would  be  subject  to  tax  when 
later  withdrawn,  providing  the  gas  was  originally  produced  in  the 
state. 


::,  X'.^-V 
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FOOTNOTES 


^  Title  84,  Chapter  15,  Revised  Codes  of  Montana  (R.C.M.)/ 
19  47.  The  corporation  license  tax  is  levied  on  all  corporations 
for  the  privilege  of  doing  business  in  Montana.  The  tax  is  6  3/4 
percent  of  net  income  derived  in  Montana,  with  minimum  tax  of  $50. 

2  Title  84,  Chapter  70,  R.C.M.  1947.  Enacted  in  1973,  the 
R.I.T.  tax  levies  a  percentage  (.5%)  of  the  gross  value  of  product 
of  all  nonrenewable  resource  extracting  industries,  and  is 
designed  to  provide  security  against  damage  to  the  environment 
from  the  extraction  of  those  resources.      ., 

^  Title  84,  Chapter  54,  and  Title  84,  Chapter  62,  R.C.M.   1947. 


ii  txe  OH ,  unapter  dh  ,  ciiiu  i  j.tj.e  o'* 
^  Title  84,  Chapter  22,  R.C.M.  1947. 


Section  60-145,  R.C.M.  1947.  This  tax  is  levied  on  operators 
and  producers  of  oil  and  gas  to  defray  the  expenses  of  the  Oil  and 
Gas  Conservation  Commission. 


°  Title  84,  Chapter  21,  R.C.M.  1947.  This  is  levied  on 
distributors  —  not  necessarily  producers  —  of  natural  gas  for 
the  privilege  of  doing  business  in  Montana.   See  bottom  of  chart. 


^  Title  84,  Chapter  13,  R.C.M.  1947.  See  also  Marie  Gillespie, 
"Coal  Mining  Taxes  In  Montana" ,  Montana  Business  Quarterly, 
(Winter,  1974),  pp. 23-26. 

^  Curtis  E.  Harvey  and  Philip  J.  Karst,  "The  Economic  Import  of 
a  Severance  Tax  on  Kentucky  Coal",  The  Legislative  Research 
Commission,  Research  Report  No.  67,  Frankfort,  Kentucky,  January, 
1972,  p.  90. 

^  Ibid,  pp.  93-96;  Henry  Steele,   "Natural   Resource  Taxation: 

Resource   Allocation  and  Distribution   Implication",  in  Mason 

Gaffney,   (ed.).   Extractive  Resources  and  Taxation,  Madison: 
University  of  Wisconsin  Press,  1967,  p.  246. 

^0  See  State  and  Local  Sales  Taxes,  New  York:  Tax  Foundation, 
Inc.,  19  70;  John  F.  Due,  State  Sales  Tax  Administration,  Chicago; 
Public  Administration  Service,  1963;  Clark  K.  Sullivan,  The  Tax  on 
Value  Added,  New  York:  Columbia  University  Press,  1965. 


11 


Steele^   "Natural  Resource  Taxation",  pp.  233-236;  "Montana 


Fiscal  Affairs  Study",  Bureau  of  Business  and  Economic  Research, 
University  of  MontcUia,  1970,  p.  486. 

12 

"MontcUia  Fiscal  Affairs   Study" ,   prepared   for  the  Interim 

Committee  on  Fiscal  Affairs,   Bureau  of  Business  and  Economic 

Research,  University  of  Montana,  1970,  p.  506. 
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13  "Coal  Development  in  Eastern  Montana",  a  situation  report  of 
the  Montana  Coal  Task  Force,  January  1973,  p.  58;  Louis  Levine, 
The  Taxation  of  Mines  in  Montana,  N.Y.:  B.W.  Huebsch,  1919,  p.  55. 

^^  Levine,  Taxation  of  Mines,  pp.  49-56;  Gillespie,  "Coal  Mining 
Taxes,  pp.   23-24. 


15  Page  73,  Laws  of  1891, 


tsw.; 


16  Roger  A.  Barber,  "Taxation  and  Finance",  Constitutional 
Convention  Study  No.  15,  Montana  Constitutional  Convention, 
1971-1972,  p.  130,  136. 

1'7  Chapter  237,  Laws  of  1921. 

^^  Barber,    "Taxation  and  Finance",   pp.   126-128;  "Property 

Taxation  and  the  Montana  Property  Classification  Law",  a   report 

prepared   by   the  Montana  Legislative  Council   for  the   39th 
Legislative  Assembly,  1964,  p.  X. 

19  Testimony  of  Lt.  Governor  Bill  Christiansen,  before 
Subcommittee  on  Fossil  Fuel  Taxation,  Billings,  Mt. ,  July  19, 
1973;  Robert  A.  Chadwick,  "Coal:  Montana's  Prosaic  Treasure", 
Montana  Magazine  of  Western  History,  XXIII  (Autumn  1973) ,  pp. 
29-31. 

^^  Levine,  Taxation  of  Mines,  pp.  74-77;  Barber,  "Taucation  and 
Finance",  pp.  129-131. 

^^  James  H.  Thompson,  "State  and  Local  Taxation  of  The 
Bituminous  Coal  Industry",  West  Virginia  Law  Review,  v.  76  (April 
1974) ,  pp.  298-299. 

22  Ibid.,  p.  321.    '"  .  ' ^   '      ,     : 


■  r^  I,    .•       s  w  X-  <,  . 
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44th  Legislative  Assembly  LC  0073 

APPENDIX  A 


1  BILL  NO. 

2  INTRODUCED  BY  


3 

4  A  BILL  FOR  AN  ACT  ENTITLED:   "AN  ACT  REVISING   THE   TAXATION 

5  OF   COAL   PRODUCTION;   PROVIDING  FOR  A  SEVERANCE  TAX  ON  COAL 

6  PRODUCED  AND  SETTING  VARIOUS  RATES   OF   SUCH   TAX;   DELETING 

7  COAL   FROM   THE  PROVISIONS  TAXING  THE  NET  PROCEEDS  OF  MINES; 

8  PROVIDING  FOR  TAXATION  OF  THE  GROSS  PROCEEDS  FROM  COAL  AS  AN 

9  ELEMENT  IN  THE  PROPERTY  TAX  SYSTEM;  AND   REPEALING   SECTIONS 

10  84-1301   THROUGH   84-1309,   84-1309.1,  84-1310,  AND  84-1311, 

11  R.C.M.  1947." 
12 

13  BE  IT  ENACTED  BY  THE  LEGISLATURE  OF  THE  STATE  OF  MONTANA: 

14  Section  1.  Legislative  findings  and  declarations  of 

15  purpose.   (1)   The  legislatiire  finds  that  while  coal  is 

16  extracted  from  the  earth  like  metal  minerals,   there  are 

17  differences  between  coal  and  metal  minerals  such  that  they 

18  should  be  classified  in  different  categories   for  taxation 

19  purposes.    The  legislature  finds  that  while  coal  can  be 

20  utilized  like  petroleum  products,   there  are  differences 

21  between   coal   and  petroleum  such  that  they  should  be 

22  classified  in  different  categories  for  taxation  purposes. 

23  The  legislature  further  finds  that: 

24  (a)   coal  is  the  only  mineral  which  cem  supply  energy 

25  while  being  easily  found  in  abundance  in  Montana; 
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1  Cb)   coal  is  the  only  mineral  which  is   so  often 

2  marketed  through  sales  contracts  of  many  years'  duration; 

3  (c)   coal,   unlike  most  minerals,   varies  widely   in 

4  composition  and  consequent  value  when  marketed; 

5  (d)   coal   in  Montana   is   subject  to  regional   and 

6  national  danands   for  development  which  could  affect  the 

7  economy  and  environment  of  a  larger  portion  of  the  state 

8  than  any  other  mineral  development  has  doner 

9  (e)   coal   in   Montana,   when   sub-bituminous   and 

10  recoverable  by  strip  mining,  is  in  sufficient  demand  that 

11  between  one-fourth  (1/4)  and  one- third  (1/3)  of  the  price  it 

12  commands   at  the  mine  may  go   to  the  economic  rents  of 

13  royalties  and  production  taxes ;  .    ' 

14  (f)   coal  in  the  lignite  form  is   in  less  demand  and 

15  producers  of   lignite   are  able  to  pay  lesser  amounts  of 

16  royalty  and  production  tax  than  producers  of   sub -bituminous 

17  can  pay; 

18  (g)   coal  produced  in  underground  mines  has  higher 

19  production  costs  and  underground  producers  are  cible  to  pay 

20  lesser  amounts  of  royalty  and  production  tax  than  strip-^mine 

21  producers  can  pay; 

2  2         (h)   coal  production  in  Montana  has  been  subject  to  an 

23  uncoordinated  array  of  taxes  which  overlap  one  another  and 

24  yield  revenue  in  an  inconsistent  and  unpredictable  manner. 

25  (2)   The  legislature  declares  that  the  purposes  of  this 
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1  chapter  are: 

2  (a)   to  allow  the  severance  taxes  on  coal  production  to 

3  remain  a  constant  percentage  of  the  price  of  coal ; 

4  (b)   to  stabilize  the  flow  of   tax  revenue  from  coal 

5  mines  to  local  governments  through  the  property  taxation 

6  system; 

7  (c)   to  simplify  the  structure  of  coal   taxation   in 

8  Montana,    reducing   tax   overlap   and   improving   the 

9  predictability  of  tax  projections;  and 

10  (d)   to   accomplish   the   foregoing   purposes    by 

11  establishing  categories  of  taxation  which  recognize  the 

12  unique  character  of  coal  as  well  as  the  variations   found 

13  within  the  coal  industry, 

14  Section  2.   Definitions.  As  used  in  this  chapter  —  (1) 

15  "Contract  sales  price"  means  either  (a)  the  price  of  coal 

16  extracted  and  prepared  for  shipment  f.o.b.   mine,   including 

17  reserves   collected   for  payment  of  taxes  subsequently 

18  determined,  but  not  including  any  tax  on  the  coal  which   is 

19  not  determined  at  the  time  of  sale  and  for  which  the  seller 

20  does  not  collect  reserves  at  the  time  of  sale,   or   (b)   a 

21  price  imputed  by  the  department  under  section  7  of  this  act, 

22  (2)   "Energy  conversion  process"  includes  any  process 

23  by  which  coal  in  the  solid  state  is  transformed  into  slurry, 

24  gas,  electric  energy,  or  any  other  form  of  energy, 

25  (3)   "Produced"  means  severed  from  the  earth, 
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3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


(4)  "Strip  mining"  or  "surface  mining"  is  defined  in 
section  50-1036.    '     ;.;  -.s?  ;.:v  v  ;.'   > 

(5)  "Underground  mining"  means  a  coal  mining  method 
utilizing  shafts  and  tunnels,  and  not  regulated  under 
section  50-1039.  v  ■■'■''  r-    '^   =   v.        '•  - 

(6)  "Ton"  means  two  thousand  (2,000)  pounds. 

(7)  "Department"  means  the  department  of  revenue. 
Section  3.   Severance   tax   —   rates   imposed 

exemptions.  A  severance  tax  is  imposed  on  each  ton  of  coal 
produced  in  the  state,  in  accordance  with  the  following 
schedule: 

--'    Surface 
Mining     ' 


Heating  quality 
(Btu  per  pound 
of  coal) I 
Under  7,000 

7,000-8,000 

8,000-9,000 

Over  9,000 


Underground 
Mining 


12  cents  or 

^%  of  value 

22  cents  or 

^%  of  value 

34  cents  Or 

%   of  value 

40  cents  or 


5  cents  or 
3%  of  value 
8  cents  or 
4%  of  value 
10  cents  or 
4%  of  value 
12  cents  or 
4%  of  value 


%  of  value 

The  formula  which  yields  the  greater  amount  of  tax  in  a 
particular  case  shall  be  used  at  each  point  on  this 
schedule.   "Value"  means  the  contract  sales  price.   A  person 

-30- 


LC  0073 


1  who  produces   less  than  one  thousand  two  hundred  fifty 

2  (1,250)  tons  of  coal  in  a  quarter-year  is  not  liable  for  any 

3  severance  tax  on  that  production. 

4  Section  4.   Quarterly  statement  and  payment  of  tax. 

5  Each  coal  mine  operator  shall  compute  the  severance  tax  due 

6  on  each  quarter-year's  worth  of  production   on   forms 

7  prescribed  by  the  department.  The  statement  shall  indicate 

8  the  tonnage  produced,   the  average  Btu  value   of   the 

9  production,   the  contract  sales  price  received  for  the 

10  production,  and  such  other  information  as  the  department  may 

11  require.   The  completed  form  in  duplicate,  with  the  tax 

12  payment,  shall  be  delivered  to  the  department  not  later  than 

13  thirty   (30)   days   following  the  close  of  the  quarter.   The 

14  form  shall  be  verified  by  an  officer  of  the  coal  mine 

15  operator.   A  person  operating  more  than  one  coal  mine  in 

16  this  state  may  include  all  of  his  mines  in  one  statement. 

17  Section  5.   Annual  testing  of  samples.   The  Montana 

18  state  bureau  of  mines  and  geology  shall  test  coal  production 

19  subject  to  this  chapter   and  may  make  rules  governing  the 

20  collection  of  test  data.  A  person  subject  to  this  chapter 

21  shall  submit  to  the  bureau  on  or  before  August  1  each  year  a 

22  sample  of  mine  run  "as  is"  coal  from  each  mine  producing 

23  that  year.  Additional  samples  shall  be  submitted  at  the 

24  request  of  the  bureau.   The  bureau  shall  compute  the  Btu  per 
2  5  pound  of  each  sample  received  and  forrard  this  information 
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1  to  the  department  prior  to  September  1  each  year.  •  ' 

2  /.  Section  6.   When  value  of  coal   may   be   imputed; 

3  procedure.  In  a  case  where  '  -•'.  ^--,   .;    .•  >..;  ■  ; 

4  (a)   the  operator  of  a  coal  mine  is  using  the  produced 

5  coal  in  an  energy  conversion  process,  or  ' 

6  (b)   a  person  sells  coal  under  a  contract  which  is  not 

7  an  arm's-length  agreement,  or  -  s-  -t"   v 

8  '■'■■■■  (c)   a  person  neglects  or  refuses  to  file  a  statement 

9  and  tax  return  under  this  chapter,  the  department  may  impute 

10  a  value  to  the  coal  which  approximates  market  value  f.o.b. 

11  mine.   When  imputing  value,   the  department  may  apply  the 

12  factors  used  by  the  federal  government  under  26  U.S.C. 

13  section  613,   or  that  provision  as  it  may  be  labelled  or 

14  amended,  in  determining  gross  income  from  mining,   or  the 

15  department  may  apply  any  other  or  additional  criteria  it 

16  considers  appropriate.   Each  subject  taxpayer  shall,   upon 

17  request  by  the  department,   furnish  a  copy  of  its  federal 

18  income  tax  return,  with  any  amendments,  filed  for  the  year 

19  in  which  the  value  of  coal  is  being  imputed  and  copies  of 

20  the  contracts  under  which  it  is  selling  coal  at  the  time. 

21  When  the  department's  estimate  of  market  value  is  contested 

22  in  any  proceeding,  the  burden  of  proof  is  on  the  contesting 

23  party.  ■•■-    .  ■•  '■     .-.■■,  •.i^--  :.-■•.....,.-.•....   .:..,:,  -. 

24  Section  7.   Disposition  of  revenue.    Severance  taxes 

25  collected  under  this  chapter  are  allocated  as  follows: 
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1  (1)   To  the  county  general  fund  from  which  coal  was 

2  mined  three  cents  (3<:)  per  ton;  and 

3  (2)   The  balance  to  the  general  fund  of  the  state. 

4  Section  8.   Reporting  gross  proceeds  from  coal.   Each 

5  person  engaged  in  mining  coal  must,  on  or  before  March  31 

6  eacn  year  file  with  the  department  a  statement  of  the  gross 

7  yield  from  each  coal  mine  owned  or  worKed  by  such  person   in 

8  the  preceding  calendar  year,   and  the  value  thereof.   The 

9  statement  shall  be  in  the  form  prescribed  by  the  department 

10  of  revenue,   which  may  be  coordinated  witn  the  form  used 

11  under  section  5  of  this  act,  and  must  be  verified  by  an 

12  officer  of  the  firm.   The  statement  shall  include: 

13  (1)   The  name   and   address  of  the  owner  or  lessee  or 

14  operator  of  the  mine. 

15  (2)   The  location  of  the  mine. 

16  (3)   The  tons  of  ore  extracted,  treated,  cuid  sold  from 

17  the  mine  during  the  taxable  period. 

18  (4)   The  gross  yield  or  value  in  dollars  and  cents 

19  derived  from  the  contract  sales  price. 

20  Section  9,   Transmission  of  gross  proceeds  from  coal  to 

21  county  assessor.   On  or  before  July  1  each  year  the 

22  department   snail   transmit  to  the  county  assessor  of  each 

23  county  in  which  coal  mines  are  situated,   the   valuation  of 

24  the   gross  proceeds  of   such  mines   for  the  purpose  of 

25  taxation,   as  the  same  nave  been   determined   by   tne 
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1  department.   The  county  assessor  shall  immediately  enter  the 

2  same   upon  a  suitable  assessment  roll,  tne  form  of  which 

3  shall  be  prescribed  by  the  department. 

4  Section  10.   Taxation  of  gross  proceeds  from  coal.   The 

5  county  assessor  shall  prepare  from  the  reported  gross 

6  proceeds  from  coal  a  tax  roll,  which  ne  shall  transmit  to 

7  the  county  treasurer  on  or  before  September  15  each  year. 

J 

8  The  county  treasurer  shall  proceed  to  give  full  notice 

9  thereof  to  each  coal  producer  and  to  collect  the  taxes  due 
IQ  within  sixty  (60)  days  after  mailing. 

IX  Section  11.   Lien  of  tax  —  enforcement  of  payment. 

12  The  tcDc  on  gross  proceeds  from  coal  shall  be  levied  as  taxes 

13  on  other  forms  of  property,  and  this  tax  and  the   severance 

14  tax   on   coal   production  are  each  a  lien  upon  the  coal  mine 

15  and  a  prior  lien  upon  all  personal  property  and  improvements 

16  used  to  produce  the  coal.   These  taxes  may  be  collected  by 

17  the  seizure  and  sale  of  the  personal  property  on  which  the 

18  tax  is  a  lien,  as  provided  under  sections  84-4202  through 

19  84-4211,   or  by  suit  under  sections  84-4301  through  84-4302. 

20  Section  12.  Penalties  for  neglect  or  false  statement. 

21  A  person  who  fails,   neglects,   or  refuses  to  file  any 

22  statement  required  under  this  chapter,  or  who  makes  a   false 

23  statement  commits   a  misdemeanor.   A  person  convicted  under 

24  this  section  shall  be   fined  not  to  exceed  one   thousand 

25  dollars  ($1,000)  or  be  imprisoned  in  the  county  jail  for  any 
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1  term  not  to  exceed  six  (6)  months,  or  both. 

2  Section  13.   Section  84-301,  R.C.M.  1947,  is  amended  to 

3  read  as  follows: 

4  "84-301.   Classification  of  property  for  taxation.  For 

5  the  purpose  of  taxation  the  taxable  property  in  the  state 

6  shall  be  classified  as  follows: 

7  Class  One.   The  annual  net  proceeds  of  all  mines  and 

8  mining  claims,  except  coal  mines,  after  deducting  only  the 

9  expenses  specified  and  allowed  by  section  84-5403;  also 

10  where  the  right  to  enter  upon  land,  to  explore  or  prospect, 

11  or  dig  for  oil,  gas,  coal  or  mineral  is  reserved  in  land  or 

12  received  by  mesne  conveyance   (exclusive   of   leasehold 

13  interests) ,   devise   or   succession   by  any  person  or 

14  corporation,  the  surface  title  to  which  has  passed  to  or 

15  remains  in  another,   the  state  department  of  revenue  shall 

16  determine  the  value  of  the  right  to  enter  upon  said  tract  of 

17  land  for  the  purpose  of  digging,  exploring,   or  prospecting 

18  for  gas,  oil,  coal  or  minerals,  and  the  same  shall  be  placed 

19  in  this  classification  for  the  purpose  of  taxation. 

20  Class   Two.    All   agricultural   and  other  tools, 

21  implements  and  machinery,  gas  and  other  engines  and  boilers, 

22  threshing  machines  and  outfits  used  therewith,  automobiles, 

23  motor  trucks  and  other  power-driven  cars,  vehicles  of  all 
2  4  kinds  except  mobile  homes,  boats  and  all  watercraft, 
25  harness,   saddlery  and  robes  and  except  ar  provided  in  Class 
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1  Five  (b)  of  this  section,  all  poles,   lines,   transformers, 

2  transformer  stations,  meters,  tools,  improvements,  machinery 

3  and  other  property  used  and  owned  by  all  persons,  firms, 

4  corporations,  and  other  organizations  which  are  engaged  in 

5  the   business   of   furnishing  telephone  communications, 

6  exclusively  to  rural  areas,  or  to  rural  areas  and  cities  and 

7  towns  provided  that  any  such  city  or  town  has  a  population 
8v  of  eight '  hundred  (800)  persons  or  less;  and  provided 
9  further,  that  the  average  circuit  miles  for  each  station  on 

10  the  system  is  more  than  one  and  one-quarter  (1  1/4)  miles. 

11  >  Class   Three.    Livestock,  poultry  and  unprocessed 

12  products  of  both;   stocks  of  merchandise  of  all  sorts, 

13  together  with  furniture  and  fixtures  used  therewith,  except 

14  mobile  homes;  the  annual  gross  proceeds  of  underground  coal 

15  mines ;  and  all  office  or  hotel  furniture  and  fixtures. 

16  Class  Four.    (a)   All  land,  town  and  city  lots,  with 

17  improvements,   and  all  trailers  affixed  to  land  owned, 

18  leased,   or  under  contract  or  purchase  by  the  trailer  owner, 

19  manufacturing  and  mining  machinery,  fixtures  and  supplies, 

20  except  as   otherwise  provided  by  the  constitution  of  Montana, 

21  and  except  as  such  property  may  be  included  in  Class  Five, 

22  Class  Seven  or  Class  Eight.  '^"^^  ^="^  a->u;.sr>i>!:;  «^  .-' 

23  (b)  Mobile  homes  without  regard  to  the  ownership  of  the 

24  land  upon  which  they  are  situated,  except  those  held  by  a 

25  distributor   or  dealer  of  mobile  homes  as  part  of  his  stock 
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1  in  trade,  and  except  as  such  property  may  be  included  in 

2  Class  Eight. 

3  Class  Five.    (a)   All  moneys  and  credits,  secured  or 

4  unsecured,  including  all  state,  county,  school  district  and 

5  other  municipal  bonds,  warrants  eind  securities,  without  any 

6  deduction  or  offset;   provided,   however,   that  the  terms 

7  "moneys  and  credits"  as  herein  used  shall  not  embrace  the 

8  moneyed  capital  employed  in  the  bcuiking  business  by  any 

9  banking  corporation  or  individual  in  this  state. 

10  (b)   All   poles,   lines,   transformers,   transformer 

11  stations,  meters,  tools,  improvements,  machinery  and  other 

12  property  used  and  owned  by  co-operative  rural  electrical  and 

13  co-operative  rural  telephone  associations  organized  xuider 

14  the  laws  of  Montana  except  those  within  the  incorporated 

15  limits  of  a  city  or  town  in  which  less  than  ninety-five  per 

16  cent  (9  5%)  of  the  electric  consumers  and/or  telephone  users 

17  are  served  by  a  co-operative  organization,  and  as  to  the 

18  property  enumerated   in   this   subsection    (b)    within 

19  incorporated  limits  of  a  city  or  town  in  which  less  than 

20  ninety-five  per  cent  (95%)   of  the  electric  consumers  or 

21  users  will  be  served  by  a  co-operative  organization,  such 

22  property  shall  be  put  in  Class  Two. 

23  (c)  All  unprocessed  agricultural  products  either  on  the 

24  farm  or  in  storage,  irrespective  of  whether  said  products 

25  cure  owned  by  the  elevator,  warehouse  or  flour  mill  owner  or 
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1  company  storing  the  same,  or  any  other  person  whomsoever, 

2  except  all  perishable  fruits  and  vegetables  in  farm  storage 

3  and  ovmed  by  the  producer,   and  excepting  livestock  and 

4  poultry  and  the  unprocessed  products  of  both. 

5  (d)   The  dwelling  house,   and  the  lot  on  which  it  is 

6  erected,  owned  and  occupied  by  any  resident  of  the  state, 

7  who  has  been  honorably  discharged  from  active  service  in  any 

8  branch  of  the  armed  forces ,  who  is  rated  one  hundred  per 

9  cent  (100%)  disabled  due  to  a  service-connected  disability 

10  by   the   United  States  veterans  eidministration  or ,  its 

11  successors.   ' ' 

12  In  the  event  of  the  veteran's  death,   the  dwelling 

13  house,   and  the  lot  on  which  it  is  erected,  so  long  as  the 

14  widow  remains  unmarried  and  the  owner  and  occupant  of  the 

15  property,  shall  remain  within  this  classification. 

16  Class  Six.   Property  formerly  included  in  this  class  is 

17  now  classified  by  section  84-30  8,  R.C.M,  19  47. 

18  Class  Seven.    (a)   All  new  industrial  property.   New 

19  industrial  property  shall  mean  any  new  industrial  plant, 

20  including   land,  buildings,  machinery  and  fixtures  which,  in 

21  the  determination  of  the  state  department  of  revenue,   is 

22  used  by  a  new  industry  dvuring  the  first  three  (3)  years  of 

23  operation  not  having  been  assessed  prior  to  July  1,   1961, 

24  within  the   state   of  Montana.   New  industry  shall  mean  any 

25  person,   corporation,   firm,   partnership,   association,   or 
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i  other  group  which  establishes  a  new  plant  or  plants  in  this 

2  state  for  the  operation  of  a  new  industrial  endeavor,   as 

3  distinguished  from  a  mere  expansion,   reorganization,  or 

4  merger  of  an  existing  industry  or  industries.    Provided, 

5  however,   that  new  industrial  property  shall  be  limited  to 

6  industries  that  manufacture,  mill,  mine,  produce,  process  or 

7  fabricate  materials,  or  do  similar  work  in  which  capital  and 

8  labor  are  employed  and  in  which  materials  unserviceable   in 

9  their  natural  state  are  extracted,  processed  or  made  fit  for 
10  use  or  are  substantially  altered  or  treated  so  as  to  create 

I      11-  commercial  products  or  materials;  and  in  no  event  shall  the 

12  term  new  industrial   property  be  included  to  mean  property 

13  used  by  retail  or  wholesale  merchants,   commercial   services 

14  of  any  type,   agriculture,   trades  or  professions.   And 

15  provided  further,  that  new  industrial  property  shall  not  be 

16  included  to  mean  property  which  is  used  or  employed  in  any 

17  industrial  plant  which  has  been  in  operation  in  this  state 

18  for  three   (3)   years  or  longer.  Any  person,  corporation, 

19  firm,  partnership,  association  or  other  group  seeking  to 

20  qualify  its  property  for  inclusion  in  this  class  shall  make 

21  application  to  the   state  department  of  revenue   in   such 

22  manner  and  form  as  may  be  required  by  said  department. 

23  Class   Eight.    Any  improvement  on  real   property, 

24  trailers  affixed  to  land  or  mobile  home  belonging  to  any 

25  person   who   qualifies  under  any  one  or  more  of  the 
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1  hereinafter  set  forth  categories,  valued  at  not  more  than 

2  seventeen  thousand  five  hundred  dollars  ($17,500),  which  is 

3  owned  or  under  a  contract  for  deed,  and  which  is  actually 

4  ••.;.  occupied  by: 

$  _      (1)       a     widow     sixty-two      (62)      years      of  age  or   older, 
j5    .     whether     with      or     without     minor     dependent     children,      who 

7  qualifies  under  the   income  limitations  of    (4),   or 

8  ;     J         (2)      a     widower     sixty-five    (65)    years  of  age   or  older, 

9  whether     with     or     without     minor     dependent     children,     who 

10  qualifies  under  the   income  limitations  of    (4),   or       ...■ 

11  ,,  (3)    a  widow  with  minor  or  dependent  children  regardless 

12  of     age,      who  qualifies   under  the   income   limitations   of    (4) , 

13  or  .   ...,r":-.^               ■:  ■■  •        ;.-    ,:-,:■■    . ..-                ..•;..:..     ,  .',    '.:.■■ 

14  (4)  a  recipient  of  retirement  benefits  whose  income 

15  from  all   sources   is   not  more  than  four  thousand  dollars 

16  ($4,000)  for  a  single  person  and  five  thousand   two  hundred 

17  dollars   ($5,200)  for  a  married  couple  per  ann\im.   Provided, 

18  further,  that  one  who  applies  for  classification  of  property 

19  under  this  class  must  make   an   affidavit  to  the   state 

20  department  of   revenue  on  a  form  as  may  be  provided  by  the 

21  state  department  of  revenue  supplied  without  cost  to  the 

22  applicant,   as  to  his  income,   if  applicable,   as  to  his 

23  retirement  benefits,  if  applicable,  or,  as  to  his  marital 

24  status,   if   applicable,   and  to  the  fact  that  he  or  she 

25  actually  occupies  such  iirqprovements  with  right  of  the  county 
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1  welfare  board  to  investigate  the   applicemt,   on   the 

2  coit^Ietion  of  the   form,   as  to  answers  given  on  the  form. 

3  Provided,  further,  that  the  value  of  said  property  shall  not 

4  increase  during  the  life  of  the  recipient  of  retirement 

5  benefits  or  widow  or  widower  covered  under  this  class.   For 

6  purposes  of  the  affidavit  required  for  classification  of 

7  property  under  this  class,  it  shall  be  sufficient  if  the 
d  applicant  signs  a  statement  swearing  to  or  affirming  the 
9  correctness  of  the  information  supplied,  whether  or  not  the 

10  statement  is  signed  before  a  person  authorized  to  administer 

11  oaths,  and  mails  the  application  and  statement  to  the 

12  department  of  revenue.   This  signed  statement  shall  be 

13  treated  as  a  statement  under  oath  or  equivalent  affirmation 

14  for   purposes  of  section  94-7-203,  R.C.M.   1947,  relating  to 

15  the  criminal  offense  of  false  swearing, 

16  Class  Nine.  The  annual  gross  proceeds  of  coal  mines 

17  using  the  strip  mining  method. 

18  Class  Nine-Ten.   All  property  not  included  in  the  eight 

19  -tB")-  nine  (9)  preceding  classes." 

20  Section  14.   Section  84-302,  R.C.M.  1947,  is  amended  to 

21  read  cis  follows: 

22  "84-302.   Basis  for  imposition  of  teuces.  As  a  basis  for 

23  tlie  imposition  of  taxes  upon  the  different  classes  of 

24  property  specified  in  the  preceding  section,  a  percentage  of 

25  the  true  and  full  value  of  the  property  <^f  each  class  shall 
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1  be  taken  as  follows: 

2,  Class  1.   One  hundred  per  cent  (100%)  of  its  true  and 

3  full  value.  .   ^ 

4  Class  2.  Twenty  per  cent  (20%)  of  its  true  and  full 

5  value. 

$  Class  3.   Thirty-three  and  one-third  per  cent  (33  1/3%) 

7  of  its  true  and  full  value.  , 

8  Class   4.   Thirty  per  cent  (30%)  of  its  true  and  full 

9  value. 

Xi  Class  5.   Seven  per  cent  (7%)   of  its  true  and  full 

11  value. 

13  Class  6.   As  specified  in  section  84-308,  R.C.M.   1947. 

13  Class  7.   Seven  per  cent   (7%)  of  its  true  and  full 

14  value. 

15  Class  8.  Fifteen  per  cent  (15%)  of  its  true  and  full 
141  value. 

17  Class  3,   Forty  per  cent  (40%)  of  its  true  and  full 

1^  value. 

i*  Class  10.  Forty  per  cent  (40%)  of  its  true  and  full 

20  value . * 

21  Section  15.   Section  84-5402,   R.C.M.  1947,  is  amended 
Z2  to  read  as  follows: 

23  "84-5402.  Net  proceeds   tax — statement   of   yield, 

J24  penalty,   extension  of  time.   Every  person,   partnership, 

25  corporation,  or  association,  engaged  in  mining,   extracting 
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1  or  producing  from  any  quartz  vein  or  lode,  placer  claim, 

2  dump  or  tailings,   or  other  place  or  sources  whatever, 

3  precious   stones  or  gems,  gold,  silver,  copper,  eoair  lead, 

4  petroleum,  natural  gas,  or  other  valuable  mineral,   except 

5  coal,  must  on  or  before  the  thirty-first  day  of  March  of 

6  each  year  make  out  a  statement  of  the  gross  yield  of  the 

7  above-named  metals  or  minerals  from  each  mine  owned  or 

8  worked  by  such  person,  corporation  or  association  during  the 

9  year  preceding  the  first  day  of  January  of  the  year  in  which 

10  such  statement  is  made,   euid  the  value  thereof.    Such 

11  statement  shall  be  in  the  form  prescribed  by  the  state 

12  department  of  revenue,  and  must  be  verified  by  the  oath  of 

13  such  person  or  the  manager,  superintendent,  agent,  president 
94  or   vice-president  of  such  corporation,   association  or 

15  partnership,  and  must  be  delivered  to  the  state  department 

16  of  revenue  on  or  before  the  thirty-first  day  of  March.   Such 

17  statement  shall  show  the  following: 

18  1.   The  name  and  address  of  the  owner  or  lessee  or 

19  operator  of  the  mine,  together  with  the  names  and  addresses 

20  of  any  and  all  persons,  corporations,  or  associations  owning 

21  or  claiming  any  royalty  interest  in  the  mineral  product  of 

22  such  mine  or  the  proceeds  derived  from  the  sale  thereof,  and 

23  the  amount  or  amounts  paid  or  yielded  as  royalty  to  each  of 

24  such  persons,  corporations  or  associations  during  the  period 

25  covered  by  the  statement. 
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%  2.     The  description  and  location  of  tije  mine. 

2  3,     The     numbeic     ot     tons  of  ore,  ibarreis  of  petrolewHi, 

>  cijbic  feet  of  natural     gas     ©r    othmx     mineral     products     or 

4  deposits     extracted,     produced,   and  treated  or  ^old  froj»  ti3@ 

$  iRiae  during  the  period  covered  Jsy  the  statement, 

#  4.      The  amount  and     character     of     such     ores,     mineral 
■y  products     or     deposits,      and  the  yield  of  such  ores,   mineral 

•  #  pr©d»cfcs  or  deposits     from     su«:h    saiae     in     constituents     of 

#  ccxnraercial  value;  that  is  to  say,  the  nusafc>er  of.  ounces  of 
jbi'  gold  or  silver,  pounds  of  copper  or  lead,  *«n«— o*— e«a4T 
jti  barrels  of  petroleum  oj:  otis«r  crude  or  mineral  oil,  cM^ic 
U  feet  of  natural  gas  or  other  commercially  valuafele 
IS  ««»§tifc«i!»ts  of  s«ii4  ©reiS  ar  jai.ner&l  pro<tyct.9  ©ir  d«ppsit:S 
S4  measured  by  standard  units  of  measurement,  yielded  to  such 
IS  pers-on,  corporation  or  association  so  (engaged  in  mining,  and 
%4  to  said  royalty  holders  and  each  ®f  them,  it  a»y^  during  the 
%1  period  covered  by  the  statonent, 

U  5.     The  gross  yield  or  value  in  dollars  anfi  cents# 

If  ^,     iVctual  cost  of  extr^i^ting  &mm  ifsm  mia^, 

10  7,     Actual     cost     of  traiM!jp>orti»g  to  place  of  reduction 

21  or  »al-e»                                              """■'" " 

i2  :8,     Actual  cost  of  reductioo  ®jr  *al«^ 

23  f.     Actual  cost  of  marlceting  the  pjcad««t  j.od  ison^versio^n 

24  of  jsara*  into  money. 

25  10.  Cost  of  construction,   repairs     and     bett^rKJents     of 
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1  mines,   and  cost  of  repairs  and  replacements  of  reduction 

2  works . 

3  11.  The  assessed  valuation  of  reduction  works   for  the 

4  calendar  year  for  which  such  return  is  made.   • 

5  12,  Actual   cost   of  fire  insurance  and  worScmen's 

6  compensation  insurance. 

7  If  any  person  shall  fail,  neglect  or  refuse  to  file  the 

8  statement  required  by  this  section  within  the  time  required, 

9  or  within  any  extended  period  of  time  allowed,   the  state 
90  department  of  revenue  when  treinsmitting  the  net  proceeds 

11  valuations  to  the  counties  shall  inform  the  county  assessor 

12  of  such  failure,  neglect  or  refusal  and  the  county  assessor 

13  in  addition  to  the  net  proceeds  tax,  if  any,  shall  assess  a 

14  penalty  of  2/3  of  1%  of  such  tax  for  each  calendar  month  or 

15  fraction  thereof  that  the  required  statement  is  not  filed, 

16  deducting  therefrom  any  moneys  collected  by  the  state 

17  department  of  revenue  required  by  this  section.   The  state 

18  department  of  revenue  shall  assess  a  penalty  of  $25  for  each 

19  calendar  month  or  fraction  thereof,  not  exceeding  four 

20  months,  that  the  required  statement  is  not  filed,   to  be 

21  collected  by  the  state  department  of  revenue  and  deposited 

22  to  the  credit  of  the  general  fund  of  the  state  of  Montana. 

23  The  state  department  of  revenue  shall,  upon  a  showing 

24  of  reasonable  cause,  grant  an  extension  of  time  for  filing 

25  the  statement  required  by  this  section.   This  penalty  shall 
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1|  be  in  addition  to  penalties  provided  in  section  84-5410." 

2  Section  16.   Severability.   If  a  part  of  this  act  is 

3  invalid,  all  valid  parts  that  are  severable  from  the  invalid 

4  part  remain  in  effect.   If  a  part  of  this  act  is  invalid  in 

5  one  or  more  of  its  applications,  the  part  remains  in  effect 

6  in  all  valid  applications  that  are  severable  from  the 

7  invalid  applications. 

8  Section  17.   Repeals.  Sections    84-1301   through 

9  84-1309,  84-1309.1,  84-1310,  and  34-1311,  R.C.M.   1947,   are 
XQ  repealed.                                   , 

-End- 
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1  BILL  NO. 

2  INTRODUCED  BY 


3 

4  A  BILL  FOR  AN  ACT  ENTITLED:   "AN  ACT  REPLACING   THE   NATURAL 

5  GAS   DISTRIBUTORS'   LICENSE   TAX  WITH  A  SEVERANCE  TAX  ON  THE 

6  PRODUCTION   OF   NATURAL   GAS;   AMENDING   SECTIONS    84-2202, 

7  84-2203,   84-2204,   84-2206,   84-2207,   AND   84-2209,  R.C.M. 

8  1947;  Al-JD  REPEALING  SECTIONS  84-2101  THROUGH  84-2110,  R.C.M. 

9  1947. 
10 

11  BE  IT  ENACTED  BY  THE  LEGISLATURE  OF  THE  STATE  OF  MONTANA: 

12  Section  1.   Section  84-2202,  R.C.M.  1947,  is  amended  to 

13  read  as  follows: 

14  "8  4-2202.   Oil  or  gas  producers'  iieenae  severance  tax 

15  —  amount  —  exceptions.   Every  person  engaging  in  or 

16  carrying  on  the  business  of  producing,  within  this  state, 

17  petroleum,   or  other  mineral  or  crude  oil,  or  natural  gas  or 

18  engaging   in  or  carrying  on  the  business   of   owning, 

19  controlling,   managing,   leasing  or  operating  within  this 

20  state  any  well  or  wells  from  which  emy  merchantable  or 

21  marketable  petroleum  or  other  mineral  or  crude  oil  or 

22  natural  gas  is  extracted  or  produced,  sufficient  in  quantity 

23  to  justify  the  marketing  of  the  same,  must,   *or — the — year 

24  beginning — 3nhy — ly — i95?T — ttnd     each  year  thereaffeerr  when 

25  engaged  in  or  carrying  on  any  such  business  in  this   state. 
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1  pay  to  the  state  treasurer,   for  the  exclusive  use  and 

2  benefit  of  the  state  of  Montana,  a  iieense  severance   tax, 

3  €o« — engaging — in-and-earrying-on-atieh-bttsineasT  computed  at 

4  the  following  rates:       

5  (a)  Two  and  one-tenth  per  cent  (2.1%)  of  the  total 
6>  gross  value  of  that  portion  of  all  the  petroleum  and  other 
7-  mineral  or  crude  oil  produced  by  sucii  person  from  each  lease 

.8  or  unit  in  the  calendar  quarter  not  in  excess  of   an   cunount 

9  obtained  by  multiplying  the  nxomber  of  producing  wells  on 

10  such  lease  or  unit  by  four  hundred  fifty  (450)  barrels. 

11  (b)  Two  £uid  sixty-five  hundredtns  per  cent   (2.65%)   of 

12  the  total  gross  value  of  that  portion  of  all  the  production 

13  of  such  person  from  each  lease  or  unit  in  each  calendar 

14  quarter  in  excess  of  four  hundred  fifty   (450)  barrels 

15  multiplied  by  the  number  of  producing  wells  on  such  lease  or 

16  unit;  but  in  determining  the  amount  of  such  tax  there  shall 

17  be  excluded  from  consideration  all  petroleum,  or  other  crude 

18  or  mineral  oil  produced  and  used  by  such  person  during  such 

19  year  in  connection  with  his  operations  in  prospecting  for, 

20  developing   and  producing   such  petroleum,  crude  or  mineral 

21  oil;  provided,  however,  that  nothing  in  this  act  shall  be 

22  construed  as   requiring   laborers  or  employees,   hired  or 

23  employed  by  any  person,  to  drill  any  oil  well,  or  to  work  in 

24  or  aUjout  any  oil  well,  or  prospect  or  explore  for,  or  do  any 

25  work  for  the  purpose  of  developing  any  petroleum  or  other 
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1  mineral  or  crude  oil  to  pay  such  iieense  severance  tax,  nor 

2  shall  any  work  be  done,  or  the  drilling  of  cmy  well  or 

3  wells,   for   the  purpose  of  prospecting  or  exploring  for 

4  petroleum  or  other  mineral  or  crude  oils,  or  for  the  purpose 

5  of  developing  same,  be  deemed  to  be  engaging  in  or  carrying 

6  on  of   any   such  business;   provided,  further,  that  in  the 

7  doing  of  any  such  work,  or  in  the  drilling  of  any  oil   well, 

8  or   in  such  prospecting,  exploring  or  development  work,  any 

9  merchantable  or  marketable  petroleum  or  other  mineral  or 

10  crude  oil  in  excess  of  the  quantity  required  by  such  person 

11  for  carrying  on  such  operation  shall  be  produced  sufficient 

12  in  quantity  to  justify  the  marketing  of  the  same,  then  such 

13  work,  drilling,  prospecting,  exploring  or  development  work 

14  shall  be  deemed   to  be  the  engaging  in  and  carrying  on  of 

15  such  business  within  this  state  within  the  meaning  of  this 

16  section. 

17  (c)   Three  per  cent   (3%)  of  the  total  gross  value  of 

18  natural  gas  produced  from  each  lease  or  unit,  which  value  is 

19  the  wellhead  price  less  tcuc  payments  under  section  84-6208, 

20  84-7006,   and  this  section,  but  in  determining  the  amount  of 

21  such  tax  there  shall  be  excluded  from  consideration  all   gas 

22  produced  and  used  by  such  person  during  such  year  in 

23  connection  with  his   operations   in   prospecting   for, 

24  developing  and  producing  such  gas,  or  petroleum,  crude  or 

25  mineral  oil;   and  there   shall  also  ^e   excluded   from 
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1  consideration  all  gas  recycled  or  reinjected  into  the  grotmd 

2  or  otherwise  not  saved  and  sold. 

3  (d)   Every  person  required  to  pay  such  tax  hereunder 

4  shall  pay  the  same  in  full  for  his  own  account  and   for   the 

5  account  of  each  of  the  other  owner  or  owners  of  the  gross 

6  proceeds  in  value  or  in  kind  of  all  the  marketable  petroleum 

7  or  other  mineral  or  crude  oil  or  natural  gas  extracted  and 

8  produced,   including  owner  or  owners  of  working  interest, 

9  royalty   interest,   overriding  royalty  interest,   carried 

10  working  interest,  net  proceeds  interest,  production  payments 

11  and  all  other  interest  or  interests  owned  or  carved  out  of 

12  the  total  gross  proceeds  in  value  or  in  kind  of  such 

13  extracted  marketable  petroleum  or  other  mineral  or  crude  oil 

14  or  natural  gas  in  all  leases  establishing  royalty  interests 

15  entered  into  hereafter  or  in  renewals  of  existing  leases,  or 

16  in  division  of  proceeds  orders,  or  by  other  contracts,   such 

17  other  owner  or  owners  may  agree  with  every  person  required 

18  to  pay  such  tax  that  such  other  owner  or  owners  will  pay 

19  their  prorata  share  of  said  tax,  and   that  said  prorata  share 

20  may  be  deducted  from  any  settlements  under  said  lease  or 

21  leases  or  division  of  proceeds  orders  or  other  contracts." 

22  Section  2.   Section  84-2203,  R.C.M.  1947,  is  amended  to 

23  read  as  follows: 

24  "84-2203.   Payment  of  tax.  Such  iieenae   severance   tax 

25  shall  be  paid  in  quarterly  installments  for  the  quarterly 
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1  pericxis  ending  respectively  March  31,  June  30,  September  30 

2  and  December  31,  of  each  year,  eind  the  cunount  of  the  license 

3  taoc   for  each  quarterly  period  shall  be  paid  to  the  state 

4  department  of  revenue  within  thirty — "(3€')-   sixty   (60)   days 

5  after  the  end  of  each  quarterly  period." 

6  Section  3.   Section  84-2204,  R.C.M.  1947,  is  amended  to 

7  read  as  follows: 

8  "84-2204.   Determination  of  gross  value  of  product.  The 

9  total  gross  value  of  all  petroleum,  and  other  mineral  or 
lu  crude  oil  or  natural  gas  produced  each  year  shall  be 

11  determined  by  taking  the  total  number  of  barrels  or  cubic 

12  feet  thereof  produced  each  month  during  such  year  at  the 

13  average  value  at  the  mouth  of  the  well  during  the  month  the 

14  same  is  produced,  as  determined  by  the  state  department  of 

15  revenue;   provided,   however,   that  in  computing  the  total 

16  number  of  barrels  of  petroleum,  and  other  mineral   or  crude 

17  oil  or  cubic  feet  of  gas  produced,  there  shall  be  deducted 

18  tiierefrom  so  much  thereof  as   is  used  by   such  person   in 

19  connection  with  the  operation  of  the  well  from  which  said 

20  oil  or  gas  is  produced  or   for  pumping   said  petroleum  or 

21  other  mineral   or  crude  oil  or  gas  from  the  said  well  to  a 

22  tank  or  pipeline." 

23  Section  4.   Section  84-2206,  R.C.M.  1947,  is  amended  to 

24  read  as  follows: 

25  "84-2206.   Record  of  product — carreers  to  furnish  data. 
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1  Every  such  person  shall  keep  a  record  in  such  form  as  the 

2  state   department  of   revenue  may  require,  of  all  petroleum 

3  and  other  mineral  or  crude  oil  or  natural  gas  extracted  or 

4  produced  by  such  person  in  this  state,  and  such  recoras 

5  shall  at  all  times  during  tiie  business  hours  of  the  day  be 

6  subject  to  inspection  by  the  state  department  of  revenue, 

7  its  members,  agents,  or  employees.   It  shall  be  the  duty  of 

8  railroad  companies,   pipeline  and  transportation  companies 

9  carrying  crude  or  mineral  oil,  or  natural  gas  to  furnish  to 

10  the   state  department  of  revenue,  whenever  requested  so  to 

11  do,  all  data  relative  to  the  shipment  of  said  products,  that 

12  may  be  required  to  properly  enforce  the  provisions  of  this 

13  act.   The  failure  of  any  railroad  company,  pipeline,  and 

14  transportation  companies  to  comply  with  the  provisions  of 

15  this  section  shall  make  such  coit^anies  liable  to  a  penalty 

16  of  one  hundred  ($100.00)  dollars  for  each  day  it  shall   fail 

17  to  furnish  such  statement." 

Id         Section  5.   Section  84-2207,  R.C.M.  1947,  is  amended  to 

19  read  as  follows: 

20  "84-2207.     Statement    to    accompany    payment — 

21  records — collection  of  tax — refunds.   (1)   Each  and  every 

22  person  must,   within — thirty — days-ttfter-the-qnarter-ending 

23  Maj?eh-*i-r-i^*3T-a»d  within  sixty  (60)  days  after  the  end  of 

24  each   following  quarter,  make  out  on  forms  prescribed  by  the 

25  department  of  revenue  a  statement  showing  the   total  number 
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1  of  bcirrels  of  merchantable  or  marketable  petroleum,  and 

2  other  mineral  or  crude  oil  or  cubic  feet  of  natural  gas 

3  produced  or  extracted  by  such  person  in  the  state  of  Montana 

4  during  each  month  of  such  quarter  and  during  the  whole 

5  quarter,  the  average  value  thereof  during  each  month  and  the 

6  total  value  thereof  for  the  whole  quarter,  together  with  the  • 

7  total  amount  due  to  the  state  as  iieense  severance  taxes  for 

8  such  qxiarter;  and  must,  within  such  sixty  (60)  days  deliver 

9  sucn  statement  euid  pay  to  the  department  of  revenue  the 

10  amount  of  the  tieenae  taxes  shown  by  such  statement  to  be 

11  due   to  the  state  of  Montana  for  the  quarter  for  which  such 

12  statement  is  made.    Such  statement  must  be  signed  and 

13  verified  by  the  oath  of  the  individual  or  individuals,  or  by 

14  the    president,   vice-president,   treasurer,   assistant 

15  treasurer,   or  managing  agent  in  this   state   of   the 

16  association,   corporation,   joint-stock  company  or  syndicate 

17  making  the  same.   Any  such  person  engaged   in  carrying  on 

18  such  business  at  more  than  one  place  in  this  state,  or 

19  owning,  leasing,  controlling,  or  operating  more  than  one  oil 

20  or  gas  well  in  this  stated  may  include  all   thereof   in  one 

21  statement.   The  department  of  revenue  shall  receive  and  file 

22  all  such  statements  and  collect  and  receive  from  such  person 

23  making  and  filing  a  statement  the  amount  of  tax  payable  by 

24  such  person,  if  any,  as  the  same  shall  appear  from  the  face 

25  of  the  statement. 
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1  (2)   It  shall  be  the  duty  of  the  department  of  revenue 

2  to  examine  each  of  such  statements   and  compute   the   taxes 

3  thereon,   and  the  amount  so  computed  by  the  department  of 

4  revenue  shall  be  the  taxes   imposed,   assessed  against  and 

5  payable  by  the  taxpayer  making  the  statement  for  the  quarter 

6  for  which  the  statement  is  filed.   If  the  tax  found  to  be 

7  due  shall  be  greater  than  the  amount  paid,  the  excess  shall 

8  be  paid  by  the  taxpayer  to  the  department  of  revenue  within 

9  ten  (10)  days  after  written  notice  of  the  amount  of  the 

10  deficiency  shall  be  mailed  by  the  department  of  revenue  to 

11  such  taxpayer.   Provided,  that  if  the  tax.   imposed  shall  be 

12  less  than  the  amount  paid,  the  difference  must  be  applied  as 

13  a  credit  against  tax  liability  for  subsequent  quarters,  or 

14  refunded  if  there  is  no  subsequent  tax  liability." 

15  Section  6.   Section  84-2209,  R.C.M.  1947,  is  amended  to 

16  read  as  follows: 

17  "84-2209.   Procedure  to  compute  and  collect  tax  in 

18  absence  of  statement.  If  any  such  person  shall  fail,  neglect 

19  or  refuse  to  file  any  statement  required  by  section  84-2207, 

20  within   the   time  therein  required,  the  state  department  of 

21  revenue  shall,  immediately  after  such  time  nas  expired, 

22  proceed  to  inform  itself,   as  best  it  may,  regarding  the 

23  number  of  baxrels  of  petroleum  and  other  mineral  or  crude 

24  oil  or  cubic  feet  of  gas  extracted  and  produced  by  such 

25  person  in  this  state  during  such  quarter,   and  during  each 
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1  month  thereof,   euid  the  average  value  thereof  during  each 

2  such  month,  and  shall  determine  and  fix  the  amount  of  the 

3  iieense  severance  taxes  due  to  the  state  from  such  person 

4  for  such  quarter  and  shall  make  out  a  statement,   in 

5  duplicate,   showing  the  same,  and  shall  add  to  the  amount  of 

6  such  tieense  tcuces  a  penalty  of  twenty-five  per  cent 

7  thereof,   and  deliver  one  of  such  statements  to  the  state 

8  treasurer,  who  shall  proceed  to  collect  the  amount  of  such 

9  i-ieense  severcince  taxes,  with  the  penalty  added  thereto  and 

10  interest  on  the  whole  thereof  at  the  rate  of  twelve  per 

11  cent,   per  annum  from  the  date  of  the  making  of  such 

12  statement  by  the  state  department  of  revenue  until  paid. 

13  Upon  request  of  the  state  treasurer,  it  shall  be  the  duty  of 

14  the  attorney  general  to  commence  and  prosecute  to  final 

15  determination  in  any  court  of  competent  jurisdiction,  an 

16  action  at  law  to  collect  the  same.   The  twenty-five  per  cent 

17  penalty   herein   provided  may  be  waived  by  the  state 

18  department  of  revenue  if  reasonable  cause  for  the   failure 

19  and  neglect  to   file  the   statement  required  by  section 

20  84-2207  is  provided  to  the  said  department." 

21  Section  7.   Repealers.    Sections   84-2101    through 

22  84-2110,  R.C.M.  1947,  are  repealed. 

-End- 
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APPENDIX  F 

Fossil  Fuel  Production  and  Taxes 
In  Other  States,  1970-1973 

Prepared  by 
Legislative  Council  Staff 
July  1974 

The  following  tables  highlight  the  results  of  a  questionnaire 
survey  of  other  states  which  produce  and  sometimes  tax  both  coal, 
and  oil  and  natural  gas.   The  selection  thus  excluded  states  which 
only  produce  gas  and  oil  or  only  produce  coal.   A  purpose  here  was 
to  investigate  the  degree  of  equity  between  coal  taxation  and  oil 
taxation  in  other  jurisdictions.   Except  in  Kentucky  and  Wyoming, 
we  found  coal  was  taxed  much  more  lightly  than  oil. 

Another  point  on  research  methods:   we  asked  the  other  states 
to  exclude  general  income  taxes  and  general  sales  taxes  paid  by 
fossil  fuel  companies  from  their  answers.   Income  for  tax  purposes 
often  varies  widely  from  the  volume  of  production,  and  with  a  non- 
renewable natural  resource  involved  production  should  be  more  im- 
portant than  income.   A  number  of  coal  firms  are  subsidiaries  or 
satellites  of  other  firms,  and  subject  to  easy  adjustments  of  in- 
come by  corporate  accounting  techniques.   In  short,  the  amount  of 
reported  individual  firm  income  may  have  little  or  no  relationship 
to  the  volume  or  value  of  production.   General  sales  taxes  may  be 
a  factor  in  other  states'  coal  prices.   There  being  no  general 
sales  tax  in  Montana,  our  objective  was  to  compare  the  severance 
and  property  taxes  in  other  states  to  those  taxes  here.   But  one 
who  looks  at  the  degree  to  which  Montana  severance  and  property 
taxes  exceed  those  in  other  coal  states  should  consider  whether 
sales  taxes  change  the  picture  in  other  states. 
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APPENDIX  H 

ROSEBUD  COUNTY 
1974  MILL  LEVIES 
(Colstrip  area) 

County  General 24.389  mills 

County  Road 9.99  5 

Soil  Conservation 1.641 

General  Schools 47.8 

High  School  Building  District 17.74 

Elementary   School  District  #  19 23.39 

Sheep 11.5 

Stock 10.5 

Statewide  Levy _6 

Total  133.1 

BIG  HORN  COUNTY 
1974  MILL  LEVIES 
(Decker  area) 

County  General 18.8  mills 

County  Road 7.92 

Soil  Conservation 36 

Planning  Commission 1.52 

General  Schools 47.91 

School  District  #  1 2.68 

Statewide  Levy _6 

Total  85.2 
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'-'^'  MINORITY  REPORT 

of 
Senators  Mathers  and  Bennett 


At  its  final  meeting,  the  subcommittee  voted  —  by  ,a  margin 
of  one  vote  —  to  define  the  value  of  coal  in  essentially  the 
same  terms  used  in  the  coal  bill  the  House  of  Representatives 
passed  in  1974.   That  definition  caused  one  tax  to  increase  as  a 
direct  consequence  of  other  taxes  increasing.   Then  the  other 
taxes  would  increase  again  as  a  consequence  of  the  first  increase; 
the  taxes  would  pile  one  on  another  in  a  pyramid  effect.   The  tax 
pyramiding  effect  was  one  reason  the  Senate  Taxation  Committee 
did  not  approve  House  Bill  527  in  1974;  the  tax  pyramiding  effect 
was  one  reason  this  interim  study  was  authorized. 

The  coal  tax  bill  approved  by  the  majority  pegs  the  license 
tax,  to  be  renamed  the  severance  tax,  at  an  unselected  percentage 
of  the  "contract  sales  price".   The  contract  sales  price  is  de- 
fined in  section  2,  subsection  (1),  as  the  full  sales  price  in- 
cluding taxes  and  reserves  collected  by  the  seller  for  taxes  sub- 
sequently determined.   This  last  reference  means  the  local  prop- 
erty taxes,  which  are  not  determined  until  the  mill  levies  are 
set.   The  local  governments  now  levy  on  the  net  proceeds  of  the 
coal  mine,  and  would  levy  on  a  percentage  of  the  gross  proceeds 
under  the  bill.   If  a  coal  mine  is  selling  coal  at  $3.50  a  ton 
the  day  such  a  bill  became  law,  pyramiding  would  work  as  follows. 
Suppose  the  severance  tax  is  12-1/2%  and  that  takes  the  place  of 
the  $.34  a  ton  license  tax  now  imposed.   Twelve  and  one-half  per- 
cent of  $3.50  is  $.44,  so  the  price  goes  up  $.10  a  ton.   That 
price  movement  causes  the  net  proceeds  to  go  up  and,  unless  the 
mill  levy  drops,  the  local  tax  bite  goes  up.   This  hikes  the 
selling  price  up  from  $3.60  to  perhaps  $3.62,  and  that  in  turn 
increases  the  severance  tax  bite  again.   Of  course,  if  the  mill 
levy  goes  up  for  some  reason  such  as  a  new  school  in  the  area, 
the  state's  severance  tax  goes  up,  too„ 

We  submit  that  tax  pyramiding  is  inequitable  and  unnecessary. 
It  could  be  avoided  by  changing  the  definition  of  contract  sales 
price  to  mean  the  F.O.B.-raine  price  "excluding  that  amount  charg- 
ed by  the  seller  to  cover  taxes  paid  on  production" .   It  would 
then  be  necessary  to  define  taxes  paid  on  production  to  include 
all  severance- type  taxes,  including  the  resource  indemnity  and 
gross  proceeds  taxes  and  any  federal  reclamation  tax  that  may 
be  imposed  in  the  future. 

The  issue  raised  by  this  dissent  does  not  involve  the  level 
of  taxes  imposed  upon  the  coal  industry.   If  the  majority's  pro- 
posal is  amended  to  take  out  the  tax  pyramiding  problem,  the  per- 
centage at  which  the  severance  tax  would  be  set  is  still  blank. 
The  legislature  may  keep  the  status  quo  (in  1973  the  license  tax 
stood  at  about  14%  of  the  value  before  taxes,  that  is,  without 
the  pyramiding  effect) ,  or  raise  or  lower  the  tax.   Whatever 
choice  is  made  there,  we  feel  the  mechanics  of  the  coal  taxing 
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system  would  be  better  without  the  overlaps  which  the  majority 
of  this  subcommittee  has  recommended. 


WILLIAM  MATHERS 
GEORGE  T.  BENNETT 
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MINORITY  REPORT 
Of 
Representative  Tierney 

Because  the  interim  study  as  directed  by  Senate  Resolution 
Number  83  and  House  Resolution  Number  45  of  the  43rd  Legislative 
Assembly  could  not  adequately  project  future  fossil  fuel  develop- 
ment and  because  the  fossil  fuels  taxation  is  at  best  an  illusive 
subject,  there  was  almost  as  many  questions  which  arose  from  this 
study  as  there  were  answers.   A  lot  of  the  work  done  in  the 
interim  study  was  a  continuation  of  work  done  by  the  house  sub- 
committee on  coal  taxation  during  1973  and  1974.   These  studies 
have  pointed  to  the  dynamically  changing  nature  of  the  fossil  fuel 
industry  in  the  State  of  Montana. 

Related  to  this  industry,  but  not  necessarily  within  the 
scope  of  the  interim  study,  is  the  developmental  impact  of  this 
industry.   The  development  of  Montana  coal  is  certainly  dependent 
upon  the  world  energy  source  developments.   The  State  of  Montana 
must  be  prepared  to  adequately  manage  its  great  natural  asset  in 
a  world  situation  that  is  constantly  changing.   The  present  In- 
terim Study  Committee  was  an  inadequate  attempt  to  do  this.   The 
limitation  of  budget  to  this  committee  made  the  task  onerous. 

The  subcommittee  on  coal  taxation  of  the  House  Taxation  Com- 
mittee as  an  ongoing  committee  was  more  adequately  equipped  to 
perform  its  task.   The  fact  that  the  Interim  Study  Committee  was 
able  to  draw  upon  that  subcommittee  experience  was  a  most  valua- 
ble asset  to  the  Interim  Study  Committee. 

It  is  imperative  that  the  legislature  continue  to  deal  with 
this  area  of  taxation.   The  results  of  the  taxes  imposed  in  1973 
must  be  evaluated  and  tested  against  the  criteria  of  fairness  and 
equality  of  taxation.  The  recommended  change  to  the  gross  proceeds 

should  more  closely  tie  taxation  to  the  price  of  the  commodity. 
However,  this  concept  must  be  scrutinized  to  determine  if  it  is 
in  effect  accomplishing  its  objective. 

Therefore,  I  would  recommend  that  a  joint  committee  of  the 
House  and  Senate  be  established  to  continue  to  monitor  this  area 
of  taxation.   The  rules  of  the  44th  Legislature  should  be  amended 
to  provide  said  joint  committee.   This  joint  committee  should  be 
adequately  staffed  by  the  Legislative  Council  and  should  be  em- 
powered by  the  44th  Legislature  to  operate  in  the  interim  between 
the  44th  and  45th  Legislatures 


JOHN  F.  TIERNEY 


-75- 


f 


I 


1 


